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I NDEX TO CONSCLI DATED FI NANCI AL STATEMENTS F-1

EXHI BI T | NDEX E-1

FORWARD- LOOKI NG STATEMENTS

Certain statements in this Form 10-K are forward-I|ooki ng statenents
within the neaning of the Private Securities Litigation Reform Act of 1995,
Section 27A of the Securities Act of 1933, and Section 21E of the Securities
Exchange Act of 1934. The words "estimate," "plan," "intend," "expect,"
"anticipate," "believe" and simlar expressions are intended to identify
forward-1 ooki ng statenents. These forward-|ooking statements are found at
various places throughout this report and in the docunents incorporated herein
by reference. EarthLink, Inc. disclains any intention or obligation to update
or revise any forward-1ooking statenents, whether as a result of new
i nformation, future events or otherw se. Al though EarthLink, Inc. believes that
its expectations are based on reasonable assunptions, it can give no assurance
that its goals will be achieved. Inportant factors that coul d cause actua
results to differ fromestimtes or projections contained in the
forward-| ooki ng statenents are descri bed under "Safe Harbor Statenent” in Item
7.

PART |
[tem 1. Busi ness.
Overvi ew
EarthLink, Inc. ("EarthLink," "we," "us" or "our") is a |eading

Internet service provider ("ISP"), providing nationw de Internet access and

rel ated val ue-added services to its individual and business custoners. Qur
primary service offerings are narrowband, broadband or high-speed, and wirel ess
I nternet access services; web hosting; and advertising and rel ated services. W
provi de our broad range of services to nore than five mllion paying customners
through a nationwi de network of dial-up points of presence ("POPs"), a

nati onwi de broadband footprint and wreless technol ogi es. W have grown our
cust omer base organically through traditional nmarketing channels such as direct
mar ket i ng; medi a advertising; alliances with strategic partners and origina
equi prent manufacturers; retail outlets; and word of nouth and referra

mar keti ng. We have al so grown our custoner base through acquisitions of

busi nesses and subscri ber bases.

Qur corporate offices are |ocated at 1375 Peachtree St., Atlanta,
Georgi a 30309, and our tel ephone nunber at that location is (404) 815-0770.

Busi ness Strat egy

Qur business strategy is to sustain and build upon our strong position
inthe US. Internet access market by focusing on high-growth opportunities
such as broadband and val ue-priced narrowband access to generate organic
subscriber growth; providing a high-quality custonmer experience, including a
full range of Internet access services and i nnovative applications; inproving
operating margins to fund growh; and enphasi zi ng custoner service

Focus on hi gh-grow h opportunities

We provi de broadband Internet access services in markets throughout the
U.S., and as of Decenmber 31, 2003, we had approximately 1.1 mllion broadband
subscri bers. W have established a national broadband footprint via nmultiple
whol esal e vendors, enabling us to deploy digital subscriber line ("DSL"),
cable, fixed wireless and/or satellite broadband solutions in nmultiple markets
throughout the U S. W believe the broadband narket will continue to grow, and
we will continue our efforts to expand our broadband footprint by pursuing new
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partnershi ps and rel ati onshi ps wi th whol esal e broadband provi ders. W are al so
exploring the commercial feasibility of energing alternative broadband access
technol ogi es, including power line, fixed wireless or other non-terrestria
based means of access, to expand our broadband footprint and/or deliver

br oadband services nore cost effectively.

By acquiring PeoplePC Inc. ("PeoplePC') in July 2002, we acquired a
platformthat accelerated our participation in the growi ng val ue segnent of the
narrowband | nternet access narket, where price is a significant factor in the
buyi ng deci sion. Continued declines in tel ecomruni cati ons costs have al |l owed
conpanies to begin offering Internet access services with limted functionality
and support services at conparatively |ower prices. W have grown our
val ue- priced narrowband subscri ber base with the Peopl ePC offering from 68, 000
subscri bers at Decenmber 31, 2002 to 424,000 subscribers at Decenber 31, 2003.
We anticipate the market for value-priced narrowband access will continue to
grow, and we anticipate an increase in sales and marketing efforts to increase
our val ue-priced narrowband custoner base

Del i ver the highest quality, user- controlled experience on the Internet

We continue to focus significant resources on attracting and retaining
subscribers by providing themwith fast and reliable access to the Internet
through a variety of platforms and services, including broadband,
prem um priced narrowband, val ue-priced narrowband and wirel ess |Internet access
services. We are focused on depl oying products and services that enhance
custonmers' Internet experiences, such as spanBl ocker, Pop-Up Bl ocker SM
Eart hLi nk Spyware Bl ocker SM Tot al Access(R) 2004 with Parental Controls
(including the EarthLink Kid Patrol Browser), web browsing accel eration-rel ated
applications for val ue-priced and prem um narrowband subscribers and
emai | - by-phone. I n addition, we provide a customni zabl e Personal Start PageTM
that lets subscribers create their own |aunch point to the Internet. As a
result, subscribers can search, organi ze, shop and communicate--via email, chat
or Instant Messaging--all from one convenient |ocation. W are devoted to
delivering innovative products, services and applications that customers can
use to enhance their Internet experience and believe custoner adoption of these
i nnovative tools inproves custoner |loyalty and reduces churn

| mprove operating margins to fund growth

We are intensely focused on delivering our services nore cost
ef fectively by capitalizing on the continuing decline in tel ecommunications
costs, leveraging the benefits of scale throughout our business, reducing and
nore efficiently handling the nunmber of calls to our contact centers, exploring
cost effective outsourcing opportunities and streanlining our interna
processes and operations. W | everage our national footprint by continuing to
m grate custoners to | ower cost tel ecomunications networks, utilizing volune
di scounts and managi ng the network to increase its efficiency. W are al so
focused on inproving our nmarketing effectiveness and utilizing cost effective
di stribution channel s.

In January 2003, we closed four contact center facilities to reduce
overall costs. In January 2004, we announced a plan to further restructure our
contact center operations and rely on outsourced contact center service
providers. Under the plan, we will close contact center operations in
Harrisburg, Pennsylvania; Roseville, California; San Jose, California; and
Pasadena, California and reduce our contact center operations in Atlanta,
CGeorgia by the end of the first quarter of 2004. We will continue to nanage
operating expenses, |everaging our infrastructure as we continue our efforts to
grow our custoner base and revenues.

Enphasi ze custoner service, fostering increased custonmer |oyalty and | ower
churn




EARTHLINK INC Filing Date: 12/31/03

We have al ways been committed to delivering high-quality customer
service and technical support and have been recogni zed by several industry
publications and groups as a | eader in providing excellent custoner service. W
believe that a high level of custoner satisfaction allows us to compete nore
effectively. We focus on the custoner relationship in an effort to increase
| oyalty and reduce churn

Service O ferings

Qur primary service offerings include narrowband Internet access,
i ncludi ng prem um and val ue-priced dial-up access over traditional telephone
lines and wirel ess access through a variety of handhel d and | aptop devi ces;
hi gh- speed or broadband access via DSL, cable nodem satellite and dedi cated
circuits; web hosting; and advertising and rel ated marketing services. W
derive substantially all revenues fromservices and rel ated fees, and such
amounts represented nore than 97% of total revenues for the year ended Decenber
31, 2003. The renmining revenues relate to sales of equi pnent and devi ces used
by our custoners to access our services.

Nar r owband access

Nar r owband access revenues consist of nmonthly fees charged to custoners
for dial-up and wireless Internet access; installation fees; early termnation
fees; equi pnent revenues associated with selling personal conputers, handheld
devi ces and other Internet access devices; and fees charged for the shipping
and handling of the devices and other equipnent. W had approximately 4.0
m |l lion narrowband subscribers at Decenber 31, 2003. Narrowband access revenues
were $965.0 mllion, or 69% of total revenues, for the year ended Decenber 31
2003.

We anti ci pate val ue-priced narrowband access to contribute
significantly to future subscriber and revenue growth; however, we expect
nodest declines in our prem umpriced narrowband subscriber base and revenues.
We al so anticipate continued differentiation of narrowband access and rel ated
services in pricing and service offerings designed to neet the uni que needs of
cust oner s.

Br oadband access

Br oadband access revenues consist of monthly fees charged for
hi gh- speed, hi gh-capacity access services including DSL, cable, satellite and
dedi cated circuit services; installation fees; early term nation fees;
reactivation fees; shipping and handling fees; and proceeds fromthe sal e of
nodens and ot her access devices to our subscribers. W had approximately 1.1
mllion broadband subscribers at Decenber 31, 2003. For the year ended Decenber
31, 2003, broadband access revenues were $361.1 mllion, or 26% of tota
revenues.

We expect broadband access to contribute significantly to future
subscri ber and revenue growmh as the market for broadband services continues to
i ncrease and as we continue our efforts to expand our broadband footprint and
the variety of access methods we use to deliver broadband services.

Web hosting

We | ease server space and provi de web hosting services to conpani es and
i ndi vi dual s wi shing to have an Internet or electronic conmerce presence. For
the year ended Decenber 31, 2003, web hosting revenues were $49.9 mllion, or
3% of total revenues. W had approxi mately 161, 000 web hosting accounts at
Decenber 31, 2003.

Content, comerce and adverti sing
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We generate content, comerce and advertising revenues by | everaging
the val ue of our customer base and user traffic; through paid placenents for
searches, powered by the Googl eTM search engi ne; fees generated through revenue
sharing arrangements with online partners accessed through our properties;
conmi ssions received frompartners for the sale of partners' services to our
subscribers; and sal es of advertising on our various online properties, such as
the Personal Start Page. Qur content, conmerce and advertising revenues were
$25.9 mllion, or 2% of total revenues, for the year ended Decenber 31, 2003.

Mar ket i ng Channel s
Qur sales and marketing efforts consist of the follow ng prograns:

Adverti sing. We advertise our services in print, billboard,
el ectroni ¢ and broadcast nedia. During the fall of 2003, we |aunched a new
advertising canpaign featuring the tagline, "EarthLink Revol ves Around YouSM"
The canpai gn highlights EarthLink's suite of online tools and services which
are designed to enhance the custoner's overall experience. The canpai gn
i ncl udes national and regional television, radio, print and online ads.

Direct Marketing. We pronote our services directly to custonmers in
the formof direct mail offers, which generally advertise a free or discounted
trial period to attract consuners to sign up for our services, and through
promotional inserts in packages, periodicals and newspapers.

Origi nal Equi prent Manuf acturers. We have nmarketing arrangenents
with a nunber of |eading hardware and software nmanufacturers to include our
Internet access software pre-installed on or included with their products. Qur
hardware and software manufacturing partners include, anong nunerous others,
Appl e Conputer, Dell, Hew ett Packard and | BM

Sprint Partnership. We have a marketing relationship with Sprint
Corporation ("Sprint"). During the year ended Decenber 31, 2003, our
rel ationship with Sprint generated approxi mately 10% of our total gross organic
subscri ber additions.

Retail . We nmar ket our products and services through retail outlets
such as Best Buy, Circuit Cty, RadioShack, Mcro Center, Staples, Fry's and
O fi ceMax.

Affinity Marketing. Qur affinity marketing partners include many AAA
cl ubs, AARP and several airlines including Delta, Northwest and Sout hwest.
Partners typically bundl e our Internet access software with their own goods or
services to create a package that pronotes EarthLink to potential custoners.

Menber Referral Program We bel i eve existing customers are anobng our
nost inportant marketing tools. W currently waive one nonth of standard
Internet access service fees for each customer who refers a new custonmer to
Eart hLi nk' s service

Customer Service and Techni cal Support

We believe reliable custoner service and technical support are critica
to attracting new and retaining existing custonmers. W provide the foll ow ng
services for our prem umpriced narrowband, broadband and wirel ess |nternet
access subscribers:

u
toll-free, live tel ephone assistance avail abl e seven days a week, 24
hours a day;

u
emai | -based and |ive chat assistance avail abl e seven days a week, 24
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hours a day;

u
help sites and Internet guide files on the EarthLink web site; and

u
printed reference nateri al

For our value-priced narrowband | nternet access services, we provide
free emil -based customer support and technical assistance seven days a week,
24 hours a day. W also offer free custonmer billing and software installation
support via tel ephone seven days a week from9 a.m to 9 p.m EST, and we offer
f ee-based techni cal support via tel ephone for technical matters other than
software installation seven days a week, 24 hours a day.

Techni cal Devel opnents and Servi ce Enhancenents
Tot al Access 2004

I n Septenber 2003, we | aunched Total Access 2004, the newest version of
EarthLi nk's Internet access software, which provides new tools and enai
features to enhance customers' Internet experiences. Key features of
Tot al Access 2004 include Pop-Up Bl ocker, spanBl ocker, Spyware Bl ocker
Eart hLi nk Accel erator, parental controls, privacy tools and Easy Switch, a too
that allows customers to make the switch from AOL, MSN and ot her conpetitors
easi er by inmporting their address book and sendi ng change- of - addr ess
notifications. OQther features include a task panel that provides one-click
access to the Internet, email and personal web space; automatic notification
when newer versions of relevant software are avail able; inproved emi
features; and enhanced search features powered by Googl e.

Pop- Up Bl ocker

Pop- Up Bl ocker, offered to subscribers at no additional charge, is
software designed to prevent advertising wi ndows from appeari ng above (pop-up)
or under (pop-under) a custoner's main browser w ndow. |In June 2003,
| aunched the | atest version of Pop-Up Bl ocker, equipped with a feature that
conbats rich nmedia ads on the Internet. Rich nedia ads are pop-ups or ani mated
and audi o- enabl ed cartoons that nove across web pages.

spanBl ocker

In May 2003, we began offering, at no additional charge, a
spam bl ocki ng feature that enabl es EarthLi nk subscribers to elimnate virtually

100 percent of all junk email. spanBl ocker invokes a 'perm ssion-based'
aut o-response to spam and unrecogni zed emai| addresses, asking the sender to
fill out a short, easy-to-conplete formto gain access to the EarthLink

subscriber's inbox at the EarthLi nk subscriber's discretion. EarthLink has been
a leader in the fight against spam and aggressively conbats spam t hrough
technical solutions, litigation and custoner education

Eart hLi nk Accel er at or

In July 2003, EarthLink began offering EarthLink Accelerator inits
prem um priced narrowband I nternet access service offering at no extra charge
Thi s enabl es faster surfing speeds by utilizing a web accel erati on technol ogy
that reduces the size of web pages and page el enents sent to custoners
br owsers.

Spywar e Bl ocker

Spywar e Bl ocker, introduced in October 2003, offers custoners
protection agai nst spyware. Spyware is a type of software that secretly
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forwards i nformati on about a conputer user's online activities to another

i ndi vidual or conpany w thout the user's know edge or perm ssion. |In January
2004, EarthLink began offering a spyware detection program SpyAudit, to al

I nternet users free-of-charge.

Vi rus Bl ocker

Virus BlockerSMis a server-side, anti-virus tool that hel ps prevent
subscri bers from downl oadi ng | nternet-borne viruses, worns and ot her nalicious
code via emnil nessages and attachments sent to their EarthLink email accounts.
Eart hLi nk began offering Virus Bl ocker in Novermber 2003.

Peopl ePC

Peopl ePC s access software is distinct and separate from Tot al Access
2004, which is used to deliver service to the EarthLi nk-branded prem um
narr owband subscri bers. The Peopl ePC software has | ess features and
applications than Total Access 2004 and uses Smart Dialer technology that allows
customers to access the fastest and nost reliable connection. Peopl ePC s access
software al so includes spamfiltering

and ot her applications to enhance the custonmer's Internet experience. In
addi ti on, Peopl ePC began offering a fee-based web accel erator service using
technology simlar to that used in EarthLink Accelerator late in 20083.

POPs and Network Infrastructure

We provide subscribers with Internet access through both EarthLink
managed facilities and third-party tel ecomuni cati ons POPs for dial-up and DSL
services. Using a conbination of owned POPs and vendor-managed POPs, we provide
Internet services on a nationw de basis, while nanaging the timng and
magni t ude of capital expenditures. Approximately 92% of the U. S. popul ation can
access EarthLink's dial-up Internet service, including both prem umpriced and
val ue-priced access services, through a | ocal tel ephone call

We use a strategy of buying Internet access fromthird-party providers
in locations where it is nore economical to do so. These are typically |ess
densel y popul ated areas or regi ons where the provider can achi eve greater
econom es of scale. W continually eval uate owned versus outsourced deci sions
and, if warranted, may install an EarthLink POP to replace or overlap a
vendor - managed POP. Custoners | ocated in a geographic area not currently
serviced by a | ocal POP can access the Internet through EarthLink's dial-up
toll free service

W have access to POPs with third-party dial-up providers through
network service agreenents with Level 3 Conmunications, Inc., Sprint, UUNet,
Qnest Corporation ("Qnest") and other carriers. W have agreenments with
Bel | Sout h Corporation ("Bell South"), Covad Communicati ons Group, Inc.
("Covad"), SBC Conmuni cations Inc. ("SBC'), Qmest, Verizon Comuni cations |nc.
("Verizon"), and WrldCom Inc. ("WorldConi) that allow us to provide DSL
services. W also have agreenents with Time Warner Cabl e and Contast
Corporation ("Contast") that allow us to provide broadband servi ces over each
conpany's cable network in all Tine Warner Cable narkets and certain Contast
mar ket s.

Regul at ory Envi ronnent
Overvi ew

The regul atory environnent relating to our business and operations is
evol ving. A number of |egislative and regul atory proposal s under consideration

by federal, state and |ocal governnental entities may |lead to the repeal
nodi fication or introduction of |aws or regulations which do or could affect
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our business. Significant areas of regulation for our business include
tel ecommuni cations industry regulation in general, broadband access and
I nternet taxation.

Tel ecomruni cati ons Regul ation

Nei t her the Federal Comunications Comm ssion ("FCC') nor any other
governmental agency directly regulates |ISPs, which are classified as providers
of unregulated "information services" rather than regul ated "tel econmuni cati ons
services" under the terms of the Tel ecomunications Act of 1996. Accordingly,
nost regul ations which apply to tel ephone conpani es and ot her comon carriers
do not apply to us. For exanple, we are not currently required to contribute a
percent age of gross revenues to universal service funds used to support |oca
t el ephone service and advanced tel econmuni cati ons services for school s,
libraries and rural health care facilities. However, we are permitted to bil
our custoners to recover universal service fees passed through to us by our
tel ecommuni cati ons vendors. The classification of Internet access services as
"information services" may discourage states fromregulating | SPs as
tel econmuni cations carriers or inposing simlar subsidy obligations.

Nevert hel ess, Internet-related regulatory policies are continuing to
develop, and it is possible that we could be exposed to regulation in the
future. For exanple, the FCC could subject certain services offered by I1SPs to
regul ati on as tel ecomuni cati ons services. Anobng ot her things, the FCC coul d
decide to regul ate voi ce services provided over the Internet as
"t el ecomuni cations" or a "tel ecomuni cations

service" even though Internet access itself mght not be regulated. Such a
decision could result in us being subject to universal service fees, access
fees and other fees inposed on regul ated tel ecomruni cations providers as wel |
as hei ghtened costs of regulatory conpliance.

We could al so be affected by any change in the ability of custoners to
reach our network through dial-up tel ephone connections w thout any additiona
charges. The FCC has ruled that |SPs are enhanced service providers and are
thus exenpt from access charges that apply to traditional telecommunications
conpani es. Local tel ephone conpanies typically assess charges on | ong-di stance
conpani es for the use of the |l ocal tel ephone network to originate and term nate
| ong-di stance calls, generally on a per-mnute basis. W could be adversely
af fected by any regul atory change that would result in the inmposition of access
charges on | SPs because this would substantially increase the cost of using the
I nternet.

State public utility comm ssions generally have declined to regul ate
enhanced or information services. However, sonme state conmm ssions continue to
revi ew potential regulation of these services. There can be no assurance that
state regulatory authorities will not seek to regul ate aspects of these
activities as tel econmuni cations services.

Br oadband Access

We purchase last mile broadband access fromincunbent |ocal exchange
carriers ("ILECs"); conpetitive |local exchange carriers ("CLECs"); and cable
providers. The term"last nile" generally refers to the el enent of
tel econmuni cati ons networks that is directly connected to hones and busi nesses.
I LECs are required by current law to nake last mile access available on a
non-di scrimnatory basis to I SPs |ike EarthLink, although there are currently
regul atory proposal s which could change this requirenent. Cable providers, for
the nost part, have not been required to nmake last mle access available to
| SPs |i ke EarthLink. However, an Cctober 2003 ruling by the U S. Court of
Appeal s for the Ninth Crcuit held that the provision of cable broadband
Internet services includes a "tel ecomunications service." This ruling may
ultimately require cable providers to make last nile access available on a
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non-di scrim natory basis to | SPs; however, we cannot predict the outcone of any
appeal s of this decision. W are al so unable to predict the outconme of any
further legal, regulatory or |egislative proceedings or the inpact of any such
regul ations or rulings on our business and operations. Tine Warner Cabl e nakes
last mle access available to EarthLink and other |SPs as a condition of the
ACOL- Ti me Warner nerger. EarthLink also offers broadband I nternet access over
cable to Contast custonmers in the Seattle and Boston area markets.

I n August 2003, the FCC issued its UNE Triennial Review O der which
among ot her things, elimnates |line sharing. Line sharing allows CLECs such as
Covad to purchase the H gh Frequency Portion of the Loop (HFPL) froman |ILEC
for less than the cost of purchasing the entire Iine. Purchasing the HFPL as a
separ at e Unbundl ed Network El enent allows Covad to offer whol esal e DSL services
to EarthLink on a cost-effective basis. The UNE Triennial Review Order wll
af fect Covad (and other CLECs) as foll ows:

u
Al of Covad's existing custoners provisioned through |line sharing as

of October 2, 2003 (the effective date of the order) are
"grandfathered" indefinitely at current rates, ternms and conditions.

Covad may al so sign up new custonmers using line sharing during the

first year of a three year transition period, i.e., until Cctober 2,
2004. However, the rate Covad will pay the ILECs for these custoners
will increase from25% of a full unbundled | oop rate for the first

year, to 50% of a full unbundled | oop rate for the second year, and to
75% of a full unbundled loop rate for the third year

After this three year transition period, these new custoners will have
to be served through line splitting arrangenents (line sharing with
anot her CLEC whi ch provisions the I ocal |oop), through the use of a

st and- al one copper |oop, or through a negotiated arrangenent with an

| LEC.

Covad woul d have to nake negoti ated arrangenents with the ILECs for any
i ne sharing beyond Cctober 2, 2004 or would have to purchase a
separate tel ephone line to serve any new custoners beyond this date.

Various parties, including Covad and EarthLink, have filed appeal s and
petitions for reconsideration of the portion of the FCC s UNE Triennial Review
Order which elinmnates |ine sharing. However, there is no guarantee that any of
these efforts will be successful. If Covad is unable to obtain reasonable |ine
sharing rates fromthe ILECs, its whol esale DSL offerings for new customers may
beconme uneconomic or it may cease selling whol esal e broadband services for new
customers. In either event, we may use ot her whol esal e broadband provi ders
networ ks, including ILECs' and/or cable providers' networks, for new
subscribers. While EarthLink currently has contractual arrangenents with other
br oadband vendors, such an event may cause EarthLink to incur additional costs
and/ or pay increased rates for whol esal e broadband services from ot her vendors
in the future

The availability of and charges for last mle broadband access with
nost | LECs are governed by contracts with up to three years renmai ni ng on
current contract terns. Two of our |LEC broadband providers set availability
and prices based on tariffed rates, which are subject to change fromtinme to
time. We do not believe our contracts with the ILECs are subject to the
af orementi oned |ine-sharing regulations; however, future regulatory actions
regarding line-sharing as well as the conpetitive environnent may adversely
affect our ability to extend or renew our current contracts with ILECs on terns
acceptable to us. W have agreenments with varying terms with all of our
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significant CLECs and broadband network providers. The follow ng table
sunmari zes the expiration dates for these agreenents:

Cont r act

Expi ration
Br oadband Networ k Provi der Mont h Year
Covad Communi cati ons Group, Inc. July 2004
Contast Corporation July 2005
Subsi di ari es of SBC January 2006

Sept ember 2006
Subsi di ari es of Bell Sout h Corporation Mar ch 2006
Veri zon Comuni cations |nc. Cct ober 2006
Ti me Warner Cable Decenber 2006

The availability and/or pricing of last mle access with our whol esal e
br oadband providers, including |ILECs, CLECs, and cabl e providers, anobng others,
at the expiration of current ternms or tariffs cannot be assured, and may
reflect regulatory or legislative as well as conpetitive and busi ness factors.
There can be no assurance that we will be able to extend our current contracts
on terms acceptable to us. The inability to extend current contracts with | ast
m | e broadband access providers or to expand the availability of last mle
br oadband access could nmaterially adversely affect our business.

In light of regulatory and nmarket devel opnents, our strategy for
gai ni ng conti nui ng access to whol esal e broadband DSL and cabl e services at
favorable prices is to create active and healthy conpetition for our business
bet ween | LECs and cabl e providers in major markets. To do this, we are
attenpting to gain access to nore cable systems over which we can offer our
services and to denonstrate our ability to deliver neani ngful vol unes of
custonmers to our DSL and cabl e providers by continuing to actively grow our
retail broadband subscriber base. W are also exploring the comercia
feasibility of energing alternative broadband access technol ogi es, including
power line, fixed wireless and other technol ogi es, to gain whol esal e broadband
access and as an added neans of creating whol esal e broadband access
conpetition.

I nt ernet Taxati on

The tax treatnment of Internet access and el ectronic comrerce is
currently unsettled. Various proposals at the federal and state |evels could
i mpose taxes on Internet access and the online sale of goods and services. The
federal Internet Tax Freedom Act, which was signed into law in 1998, placed a

noratoriumon taxes on Internet access and multiple, discrimnatory taxes on
el ectronic commerce. This noratoriumexpired in Novenber 2003. The U.S.
Congress is currently debating the Internet Tax Non-Discrimnation Act which
woul d extend and possi bly expand the noratorium Certain states have enacted
various taxes on Internet access and/or electronic comerce, and sel ected
states' taxes are being contested on a variety of bases, including the federa
I nternet Tax Freedom Act. Nonethel ess, the moratoriumresulting fromthe
federal Internet Tax Freedom Act may not be renewed, state tax |aws nay not be
successfully contested, and future state and federal |aws inposing taxes or

ot her regul ations on Internet access and el ectronic conmerce may arise, any of
whi ch coul d increase the cost of providing Internet services and could
materially adversely affect our business.

11



EARTHLINK INC Filing Date: 12/31/03

Conpetition
| SP Mar ket

We operate in the Internet services nmarket, which is extremely
conpetitive. Current and prospective conpetitors include nmany | arge conpanies
that have substantially greater market presence and greater financi al
technical, narketing and other resources than we have. W conpete directly or
indirectly with the foll owi ng categories of conpanies:

u
establ i shed online services conpani es, such as Tine Warner (ACL) and
the Mcrosoft Network (MSN)
u
| ocal and regional |SPs;
u
free or value-priced I SPs such as United Online, Inc.
u
nati onal tel ecommuni cations conpani es, such as AT&T and Worl dCom
u
regi onal Bell operating conpanies, such as SBC, Verizon and Bel | Sout h;
u
fixed wirel ess service providers such as Sprint;
u
content conpani es, such as Yahoo!, who are expanding their service
of f eri ngs;
u

cabl e tel evisi on conpani es providi ng broadband access, including, anong
ot hers, Contast, Charter Communications, Inc. and Cox Comuni cati ons,
Inc.; and

utility and | ocal and | ong-distance tel ephone conpani es.

Conpetition is likely to continue increasing, particularly as |arge
di versified tel ecommuni cati ons and nedi a conpani es provide | SP services and as
| SPs consolidate into |arger, nore conpetitive conpanies. Diversified
conpetitors may continue to bundl e other content, services and products with
Internet access services, potentially placing us at a significant conpetitive
di sadvant age.

I ncreased conpetition for users of Internet services and content may
result in | ower subscriber growmh rates for our Internet services. Lower
subscriber growh rates may result in | ower gross organic subscriber additions
or increased churn rates. W continue inplenenting plans to address churn
i ncl udi ng addi ng new features to enhance our prem um narrowband service
of feri ngs. However, we can provide no assurance that our plans wll be
successful in mtigating the adverse inpact increased churn may have on our
subscri ber base and operating results. In addition, conpetitive factors outside
of our control may al so adversely affect future rates of custoner churn

The pricing of our Internet access services is subject to conpetitive
pressures that are beyond our control. As the market for Internet access
remai ns conpetitive, sone providers have charged | ess for their Internet
services to maintain or increase their market share, causing us to reduce (or
preventing us fromraising) fees. As a result, our revenues nmay not grow at
anticipated rates, and our business may suffer.
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As the | SP market continues to devel op and conpetition intensifies,
conpetitors may nerge or formstrategic alliances that would increase their
ability to conpete with us for subscribers, visitors to our

websites and advertisers. These rel ationships nmay al so negatively inpact our
ability to formor nmaintain our own strategic relationships.

Tel ecomruni cati ons | ndustry

The intensity of conpetition in the tel ecomunications industry has
resulted in significant declines in pricing for tel ecomunications services
that we purchase, and such declines have had a favorable effect on our
operating performance. However, the price declines have caused some
t el econmmuni cati ons conpani es to experience financial difficulty. Qur business
could be negatively affected if one or nore of our telecomruni cati ons providers
were to experience serious enough difficulties to inmpact service availability
or if telecommunications bankruptcies generally reduced the |evel of
conpetition anong tel ecomuni cations providers.

Proprietary Rights

We rely on a conbination of copyright, trademark, patent and trade
secret |laws and contractual restrictions to establish and protect technol ogy
and proprietary rights and information. W require enployees and consultants
and, when possible, suppliers and distributors to sign confidentiality
agreements. However, there can be no assurance that the steps taken to protect
technol ogi es and trade secrets will be sufficient to prevent m sappropriation
of our technol ogy and our proprietary rights and information or that
conpetitors will not independently devel op technol ogies that are substantially
equi val ent or superior to our technologies. Fromtine to tine, third parties
have all eged that certain of our trademarks and technol ogies infringe on their
intellectual property rights. None of these clains has had an adverse effect on
our ability to nmarket and sell services. However, there can be no assurance

that those clains will not have an adverse effect in the future or that others
will not assert infringenent clains against us in the future.
Enpl oyees

As of Decenmber 31, 2003, we enployed 3, 335 pernmanent and tenporary
enpl oyees, including 1,008 sal es and marketing personnel, 1,999 operations and
customer support personnel and 328 administrative personnel. None of our
enpl oyees are represented by a | abor union, and we have no collective
bar gai ni ng agreenent.

In January 2004, as part of our effort to reduce support costs and
i mprove efficiencies, we announced we will increase our reliance on outsourced
contact center service providers and, consequently, will close four contact
centers. The closure of the four contact centers is expected to inpact
approxi mately 1,300 enpl oyees, primarily custoner support personnel

Avai |l abl e I nformati on

EarthLink files annual, quarterly, and current reports, proxy
statenments, and ot her docunents with the Securities and Exchange Comnmi ssion
(the "SEC') under the Securities Exchange Act. The public may read and copy any
materials that we file with the SEC at the SEC s Public Reference Room at 450
Fifth Street, NW Washi ngton, DC 20549. The public may obtain information on
the operation of the Public Reference Roomby calling the SEC at
1- 800- SEC- 0330. Al so, the SEC mamintains an Internet web site that contains
reports, proxy and information statenents, and other information regarding
i ssuers, including EarthLink, that file electronically with the SEC. The public
can obtain any docunments that we file with the SEC at http://ww. sec. gov.
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We al so nake avail able free of charge on or through our Internet web
site (http://ww. earthlink.net) our Annual Report on Form 10-K, Quarterly
Reports on Form 10-Q Current Reports on Form 8-K, and, if applicable,
amendnments to those reports filed or furnished pursuant to Section 13(a) of the
Securities Exchange Act as soon as reasonably practicable after we
electronically file such material with, or furnish it to, the SEC

We al so provide a copy of our Annual Report via mmil, at no cost, upon
receipt of a witten request to the foll owi ng address:

| nvestor Rel ati ons
Eart hLi nk, Inc.

1375 Peachtree Street
Atl anta, GA 30309

Item 2. Properties.

W nmaintain facilities and offices at various |ocations throughout the
U. S. for general corporate purposes, including technology centers, customner
contact centers, office space and our corporate headquarters. Qur principa
executive offices are in Atlanta, Georgia, where we | ease approxi mately 328, 000
square feet. W also | ease approxi mately 141, 000 square feet of office space
for adm nistrative personnel in Pasadena, California. As of Decenber 31, 2003,
we nmai ntai ned and occupi ed | eased space for contact centers and of fice purposes
in Atlanta, Ceorgia; Pasadena, California; Harrisburg, Pennsylvania; Roseville,
California; and San Francisco, California. In January 2004, we announced a pl an
to restructure our contact center operations and rely on outsourced contact
center service providers. Under the plan, we will close contact center
operations in Harrisburg, Pennsylvania; Roseville, California; San Jose,
California; and Pasadena, California and reduce our contact center operations
in Atlanta, Ceorgia by the end of the first quarter of 2004.

Certain of the above |eases include schedul ed base rent increases over
the respective lease terns. The total amunt of base rent paynents is being
charged to expense on the straight-line nethod over the terns of the |eases. In
addition to the base rent paynents, we generally pay a nonthly allocation of
the buildings' operating expenses. W believe we have adequate facilities to
neet our future grow h needs.

We have three technol ogy centers at various locations in the U S. which
contain conputer and el ectroni c equi pnent. W own one and | ease two of our
three technol ogy centers. The technol ogy centers have a conbi ned square footage
of approxi mately 28,000 feet. Qur technol ogy centers host and nanage | nternet
content, emnil, web hosting and authentication applications and services. W
may acquire additional amounts of storage and processing capacity in relatively
smal | increnents and, consequently, we expect our future capital expenditures
for processing and storage capacity to be largely variable to our needs.

Eart hLi nk has devel oped, maintains and operates a network of
approxi nately 7,000 access nunbers and mmi ntai ns additional access nunbers for
backup and ot her purposes. W use a conbi nation of owned POPs and
vendor - managed POPs. EarthLi nk mai ntains a | eased backbone connecting 18 cities
and our three technol ogy centers. Through a conbi nati on of backbone, peering
and transit, EarthLink's network is capable of supporting nore than five
G gabits per second of traffic at peak

Item 3. Legal Proceedings.

We are a party to various |egal proceedings that are ordinary and
i ncidental to our business. Managenent does not expect that any currently
pendi ng | egal proceedings will have a material adverse effect on our results of
operations or financial position.
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Item 4. Subnission of Matters to a Vote of Security Hol ders.

During the quarter ended Decenmber 31, 2003, there were no matters
submitted to a vote of security hol ders.

PART 11
Item5. Market for Registrant's Commopn Equity and Rel ated Stockhol der Matters.

Eart hLi nk's common stock is traded on the Nasdaq National Market under
the synbol "ELNK. " The followi ng table sets forth the high and | ow sale prices
for EarthLink's comobn stock for the periods indicated, as reported by the
Nasdaq Nati onal Market.

Ear t hLi nk,
I nc.

H gh Low
YEAR ENDED DECEMBER 31, 2002
First Quarter $ 13.52 $ 7.81
Second Quarter 10. 35 5.44
Third Quarter 6. 85 4.40
Fourth Quarter 7.24 4. 33
YEAR ENDED DECEMBER 31, 2003
First Quarter $6.34 $ 4.50
Second Quarter 8.75 5.35
Third Quarter 9. 39 6. 59
Fourth Quarter 10. 75 7.29
YEAR ENDI NG DECEMBER 31, 2004
First Quarter (through February 27, 2004) $ 11.49 $ 8.99

Price

The | ast reported sale price of EarthLink's comon stock on the Nasdaq
Nati onal Market on February 27, 2004 was $9.13 per share.

Hol der s

There were 2,107 hol ders of record of EarthLi nk's commpn stock on
February 27, 2004.

Di vi dends

We have never declared or paid cash dividends on our common stock. W
intend to retain all future earnings to finance future growh and, therefore,
do not anticipate paying any cash dividends in the foreseeable future.

Equi ty Conpensation Pl ans

I nformation regardi ng securities authorized for issuance under our
equity conpensation plans as of Decenber 31, 2003 is set forth under the
caption "Executive Conpensation--Executive Oficer Conpensation--Anended Equity
Conpensation Plan Information" in our Proxy Statenent referred to in Item 10 or
in a subsequent amendnent to this report. Such information is incorporated
herei n by reference.
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Item 6. Sel ected Financi al Dat a.

The foll owi ng sel ected consolidated financial data should be read in
conjunction wi th "Managenent's Di scussion and Anal ysis of Financial Condition
and Results of Operations" and the consolidated financial statements and notes
thereto included el sewhere in this Report.

Year Ended Decenber 31,

(in thousands, except per share anopunts)
St at ement  of
operations data:

Revenues $ 670,433 $ 986,630 $ 1,244,928 $ 1,357,421 $ 1,401,930
Operating costs 866, 113 1,381, 431 1, 601, 458 1,517, 442 1, 468, 894
and expenses

Loss from (195, 680) (394, 801) (356, 530) (160, 021) (66, 964)
operations

Net | oss (173, 694) (345, 922) (341, 061) (148, 033) (62, 194)
Deducti ons for (14, 106) (23, 730) (29, 880) (19, 987) (4, 586)
accretion

di vi dends (1)

Net | oss $ (187,800) $ (369,652) $ (370,941) $ (168,020) $ (66, 780)
attributable to

conmon

st ockhol ders

Basi ¢ and dil uted $ (1.65) $ (2.99) $ (2.73) $ (1.11) $ (0.42)
net | oss per
share (2)

Wi ght ed aver age 113, 637 123, 592 135, 738 151, 355 157, 321
shares
out st andi ng (2)

Cash fl ow dat a:

Cash provi ded by $ 44,211 $ (127, 162) $ 47,388 $ 18,958 $ 101,728
(used in)

operating

activities

Cash used in (339, 749) (351, 731) (287, 986) (36, 437) (45, 171)
i nvesting

activities

Cash provi ded by 672, 684 467, 886 (10, 119) (24, 485) (88, 882)
(used in)

fi nanci ng

activities

As of Decenber 31,
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(i n thousands)
Bal ance sheet data:

Cash and cash $ 685,753 $ 674, 746 $ 424,029 $ 382, 065 $ 349, 740
equi val ents

| nvestnents in -- -- 169, 995 133, 372 138, 125
mar ket abl e securities

(3)

Cash and mar ket abl e 685, 753 674, 746 594, 024 515, 437 487, 865
securities

Tot al assets 1,109, 147 1, 486, 137 1,182, 781 1, 023, 553 827, 020
Long-t erm debt, 188, 367 13,472 2,423 937 342

i ncludi ng | ong-term
portion of capital

| eases

Total liabilities 350,694 303, 886 331, 727 331, 253 283, 357

Accunul ated deficit (328,378) (698,030) (1,068,971) (1,236,991) (1,303,771)

St ockhol ders' equity 758, 453 1, 182, 251 851, 054 692, 300 543, 663
(1)

Ref |l ects the accretion of |iquidation dividends on Series A and Series
B convertible preferred stock at a 3% annual rate, compounded
quarterly, and the accretion of a dividend related to the beneficia
conversion feature in accordance with Enmergi ng | ssues Task Force
("EITF") Issue No. 98-5. During 2003, the hol der converted al
remai ni ng shares of Series A and Series B convertible preferred stock
into comon stock. Consequently, there are currently no shares of
Series A or Series B convertible preferred stock outstandi ng and no
associ at ed di vidend obligations.

(2)
In February 2000, each outstandi ng share of then existing EarthLink
Net work, I nc. common stock was exchanged for 1.615 shares of conmon
stock of EarthLink and each outstandi ng share of then existing
M ndSpring Enterprises, Inc. compbn stock was exchanged for one share
of common stock of EarthLink

(3)
I nvestments in marketabl e securities consist of debt securities
classified as avail abl e-for-sale and have maturities greater than 90
days fromthe date of acquisition. EarthLink has invested primarily in
U S. corporate notes and asset-backed securities, all of which have a
m ni mum i nvestment rating of A and government agency notes.

[tem 7. Management's Di scussion and Anal ysis of Financial Condition and Results
of Operati ons.

The foll owi ng di scussion of our financial condition and results of
operations should be read in conjunction with the consolidated financia
statenments and notes thereto included el sewhere in this Report.

Saf e Harbor St at enent

The Managenent's Di scussion and Anal ysis and other portions of this
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report include "forward-|ooking" statements (rather than historical facts) that
are subject to risks and uncertainties that could cause actual results to
differ materially fromthose described. Al though we believe that the
expect ati ons expressed in these forward-1ooking statements are reasonable, we
cannot prom se that our expectations will turn out to be correct. Qur actua
results could be materially different fromand worse than our expectations.
Wth respect to such forward-|ooking statenents, we seek the protections
afforded by the Private Securities Litigation Reform Act of 1995. These risks
include, without limtation, (1) that we nay not be able to successfully

i mpl enment our broadband strategy which would materially and adversely affect
our subscriber growh rates and future overall revenues; (2) that we may not
successful ly enhance existing or devel op new products and services in a
cost-effective manner to neet customer demand in the rapidly evol ving market
for Internet services; (3) that our service offerings may fail to be
conpetitive with existing and new conpetitors; (4) that conpetitive product,
price or marketing pressures could cause us to | ose existing custonmers to
conpetitors, or nmay cause us to reduce prices for our services; (5) that our
comercial and alliance arrangenents, including a narketing arrangenent wth
Sprint, may be term nated or may not be as beneficial to us as managenent
anticipates; (6) that declining levels of economc activity, increasing
maturity of the market for Internet access, or fluctuations in the use of the
Internet could negatively inpact our subscriber gromh rates and increnenta
revenue levels; (7) that we may experience other difficulties that limt our
growm h potential or lower future overall revenues; (8) that service
interruptions could harm our business; (9) that we have historically not been
profitable and we nay not be able to sustain profitability; (10) that our
third-party network providers nmay be unwilling or unable to provide Internet
access; (11) that we may be unable to maintain or increase our custoner |evels
if we do not have uninterrupted and reasonably priced access to |ocal and

| ong- di st ance tel ecomuni cations systens for delivering dial-up and/or

br oadband access, including, specifically, that integrated | ocal exchange
carriers and cabl e conpanies may not provide |last mle broadband access to us
on a whol esal e basis or on ternms or at prices that allow the conpany to grow
and be profitable in the broadband market; (12) that we nay not be able to
protect our proprietary technol ogi es or successfully defend infringenent clains
and may be required to enter licensing arrangenents on unfavorable terns; (13)
that governnent regul ations could force us to change our business practices;
(14) that we may not experience the |evel of benefits we expect in connection
with restructuring our contact centers and may not otherw se be able to contain
our costs; and (15) that some other unforeseen difficulties may occur. This
list is intended to identify sone of the principal factors that could cause
actual results to differ materially fromthose described in the forward-I|ooking
statenments included herein. These factors are not intended to represent a
conplete list of all risks and uncertainties inherent in our business, and
shoul d be read in conjunction with the nore detail ed cautionary statenents
included in our other filings with the Securities and Exchange Conmi ssi on

Overvi ew

EarthLink, Inc. ("EarthLink," "we," "us" or "our") is a |eading
Internet service provider ("ISP"), providing nationw de Internet access and
rel ated val ue-added services to its individual and business custoners. Qur
primary service offerings are narrowband, broadband or high-speed, and wirel ess
I nternet access services; web hosting services; and advertising and rel ated
mar keti ng services. W provide our broad range of services to nore than five
mllion paying custoners through a nationwi de network of dial-up points of
presence ("POPs"), a nationw de broadband footprint and w rel ess technol ogi es.
We derive

substantially all revenues fromservices, primarily Internet access services,
and rel ated fees, and such revenues represented 97% or nmore of total revenues
for each of the three years in the period ended Decenber 31, 2003. The
remai ni ng revenues relate to sales of equi prment and devi ces used by our
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subscri bers to access our services.

The Internet access market in the U S. grew dramatically fromthe
m d-1990' s through 2000 but has experienced sl ower growth since as the market
has reached a mature stage of growth. Approximately 70 million households are
estimated to have had Internet access services at Decenber 31, 2003, and about
three to four mllion new households are currently adding Internet access each
year. Wthin the total Internet access market, the market for traditional
fully-featured, unlimted narrowband dial -up access services, which are
typically priced at $17.95 to $23.95 per subscriber per month, is shrinking but
is the nost common service. Focused, val ue-priced narrowband access providers
offer services with a limted set of features priced typically at $9.95 to
$14.95 per nonth and are currently denmpbnstrating an ability to grow by
attracting households new to the Internet or current Internet users interested
in reducing their cost of Internet access. Broadband or high-speed access is
typically priced at $30 to $50 per nonth and is growi ng rapidly, having added
an estimated six mllion households in 2003 to an estimated total of 22 mllion
househol ds at the end of 2003. The | argest conpetitors in broadband access are
the cabl e conpani es and regi onal bell operating conpanies ("RBOCs") offering
br oadband access over their own cable or tel ephone lines.

Eart hLi nk provides all three types of access described above
(traditional, fully-featured narrowband access; val ue-priced narrowband access;
and broadband access). Qur subscriber base grew from approximately 5.0 million
payi ng subscribers at Decenber 31, 2002 to approximately 5.2 million paying
subscri bers at December 31, 2003. Total revenues increased from $1,357.4
mllion during the year ended Decenber 31, 2002 to $1,401.9 nmillion during the
year ended December 31, 2003. Wile our overall subscriber base grew over the
| ast year, the m x of custoners has shifted toward broadband services,
reflecting the growmh of this conponent of the Internet access narket and our
expandi ng broadband footprint and of ferings, and toward val ue-priced I|nternet
access services resulting fromthe acquisition of PeoplePC Inc. ("PeoplePC").
Qur traditional, prem umpriced narrowband subscriber base has been declining
reflecting the increasing maturity of this service.

Qur goal is to sustain and build upon our strong position in the U S.
I nternet access nmarket by focusing on high-growh opportunities such as
br oadband and val ue-priced narrowband access to generate organi c subscriber
grow h; providing a high-quality custoner experience, including a full range of
I nternet access services and innovative applications; inproving operating
margins to fund grow h; and enphasi zi ng custoner service

We operate in a highly conpetitive market for each of our service
of ferings, and the conpetitive environnent inpacts the churn rates we
experience as well as the number of new custonmers we are able to add. Churn
nmeasures the percentage of customers that discontinue EarthLink services, and
managenent uses churn rates to assess the quality of EarthLink's service
offerings and/or to estimate the life of a customer. Because we operate in a
hi ghly conpetitive environnent, we may experience high |evels of churn as a
result of events beyond our control. In addition, conpetitors may use
aggressive marketing efforts to attract new subscribers which nay adversely
i npact the nunber of custoners we are able to add. However, to attract and
retain custoners, we continue to focus on inproving the high-quality Internet
experi ence EarthLink offers, including providing superior custonmer and
techni cal service and differentiating our products and services with innovative
and useful tools that inprove the Internet experience. W also continue to seek
out new marketing partners, such as Best Buy and Radi oShack, in our efforts to
conpete nore effectively in addi ng customers and expand our distribution
opportunities. Nonethel ess, we expect our customer mx will continue to shift
from prem um narrowband to val ue-priced narrowband and hi gh-speed | nternet
access services, although nmore nodestly than the rates experienced over the
previous two years. W al so expect conpetitive pressures will result in
conti nued aggressive pronotional pricing
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of fers on our prem um narrowband and broadband access service offerings, which
may adversely inpact our ability to grow revenues.

One conponent of EarthLink's strategy for increasing its broadband
customer base is to ensure it can cost-effectively purchase whol esal e broadband
access. EarthLink's strategy for gaining continuing, cost-effective whol esal e
br oadband access is to create active and healthy conpetition for EarthLink's
busi ness between incunmbent |ocal exchange carriers ("ILEC's) (including RBCCs)
and cabl e providers in major markets. However, we continue to experience
resi stance from RBOCs and cabl e providers in gaining cost-effective, whol esal e
access to their networks over which we could provide our high-speed access
services. We have agreements with many of the RBOCs for whol esal e access;
however, we continue to observe conpetitive retail pricing by the RBOCs for
hi gh- speed access wi thout corresponding declines in the prices for whol esal e
access, which inhibits our ability to conpete on a cost-effective basis. Cable
provi ders have generally resisted granting EarthLi nk whol esal e access to their
networks to provi de high-speed access services. Cable providers have not been
required by law to make access avail able. Wile an COctober 2003 ruling by the
U S. Court of Appeals for the Ninth Grcuit may ultimately require cable
providers to make last mile access available to I SPs, we cannot predict the
out come of any appeals of this decision. EarthLink is also exploring the
commercial feasibility of emerging alternative broadband access technologies to
gai n whol esal e broadband access and as an added means of creating whol esal e
br oadband access competition.

We have been intensely focused on and have been successful in inmproving
operating margins. In 2003, we reduced tel ecomunications cost per subscriber
by optim zing network capacity and entering into nore favorable agreements with
tel econmuni cati ons service providers. We also inproved the efficiency of our
cust omer support efforts by closing four contact centers. To further reduce
costs and increase efficiencies, in January 2004, we announced plans to
restructure our contact center operations and further rely on outsourced
contact center service providers. Under the plan, we will close contact center
operations in Harrisburg, Pennsylvania; Roseville, California; San Jose,
California; and Pasadena, California and reduce our contact center operations
in Atlanta, Ceorgia by the end of the first quarter of 2004. W continue to
anal yze opportunities to nore cost effectively deliver our Internet access
services without sacrificing the quality of services we provide and,
consequently, we expect to continue to devote resources to evaluate the cost
structure of our business. However, we may not experience the |level of benefits
and rel ated cost savings we have historically realized or expect to realize in
connection with further restructuring our contact center operations or any of
our other cost reduction efforts.

We generate | ower percentage gross profit margins on our broadband
access services than on our other principal forns of Internet access and
rel ated services. Based on nmanagenent's estinmates, broadband gross margins are
not currently sufficient to generate positive operating profits. Despite
br oadband access services becomng a | arger percentage of our business, we have
i mproved overall operating profit nargins to date by reducing
tel econmuni cati ons costs per custoner in all product |ines; reducing tota
operations and custoner support expenses; and increasing other operating
expenses, including general and administrative expenses and acqui sition-rel ated
anortization, nmore slowy than revenues. W believe gross margins on our
br oadband access services will becone sufficient over tine to result in
br oadband access services contributing positively to overall operating profit
margins as a result of our continuing to reduce tel ecomuni cations costs per
custonmer, custoner support costs, and direct sal es and nmarketi ng expenses
required to add new broadband custoners. W can provide no assurance that we
may experience the overall cost savings that we expect or that we have
experienced historically.

Specifically, we believe the nost inportant factors for us to deliver
continued i nmprovenents in overall profits are the foll ow ng:
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u
Containing the rate of decline of our traditional, premumpriced
narr owband access subscribers and revenues, avoiding nore aggressive
promotional pricing than currently experienced and continuing to reduce
and | everage operating costs

Conti nuing the growth of our Peopl ePC branded, val ue-priced narrowband
access offering in spite of conpetition fromcurrent and new
conpetitors

Renewi ng, extending or otherw se entering into whol esal e broadband
access agreenents with tel ecommunications providers, including RBOCs
and cabl e providers, at conpetitive and i nproved whol esal e br oadband
access prices and, in the event there are adverse changes in the retai
pricing environnent for broadband access services, at whol esal e

br oadband access prices that decrease sufficiently to at |east coincide
with declines in retail prices

However, the factors we believe are instrumental to the achi evenent of
our goals, including the factors identified above, nmay be subject to
conpetitive, regulatory, and other events and circunstances that are beyond our
control. Consequently, although we have successfully inproved overall profits
during the three-year period ended Decenmber 31, 2003, we can provide no

assurance that we will be successful in achieving any or all of the factors
identified above, that the achi evenent or existence of such factors will result
in profit inmproverments, or that other factors will not arise that would

adversely affect future profits.
Strategic Alliances

We have a marketing relationship with Sprint Corporation ("Sprint").
During the years ended Decenber 31, 2002 and 2003, our relationship with Sprint
generated approxi mately 10% of EarthLink's total gross organic subscriber
additions. Sprint may pursue relationships with other |ISPs, and a significant
decrease in the nunber of gross subscriber additions generated through our
relationship with Sprint would adversely affect our results of operations.

We have an agreenent with Time Warner Cable and Bright House NetworKks,
conpani es whose networks pass nore than 22 mllion hones, to offer our
br oadband I nternet services over their systens. In connection with the
agreement, Time Warner Cabl e and Bright House Networks receive compensation
fromEarthLink for carrying the EarthLink service and related Internet traffic.
In the third quarter of 2001, we started providing services to subscribers via
these networks, and as of June 30, 2002, our full package of high-speed
I nternet access, content, applications and functionality was available in al
39 markets served. As of Decenber 31, 2003, nore than 20% of our broadband
subscribers were serviced via either the Tine Warner Cable or Bright House
Net wor ks net wor k.

We have a strategic alliance with Apple Conputer, Inc. ("Apple"). In
connection with this alliance, we serve as the default ISP in Apple's setup
software on its Macintosh branded |ine of conputers through January 4, 2005. W
are the exclusive default 1SP for dial-up, | SDN and digital subscriber line
("DSL") services on Macintosh computers sold in the U S., and we pay Apple for
each gross organi c subscriber addition generated as a result of our alliance.
Apple may term nate the agreenent at any time with 90 days advance notice.
There can be no assurance that Apple will not termi nate the agreenent or that
we will be able to extend our arrangenent with Apple beyond January 4, 2005,
and a significant decrease in the nunber of gross subscriber additions
generated through our relationship with Apple woul d adversely affect our
results of operations.
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Acqui sitions and Asset Purchases

I n Decenmber 2001, we acquired Ci dco Incorporated ("Cidco"), a
devel oper, distributor and provider of email appliances and rel ated services.
Si nce our acquisition of C dco, we have provided C dco's affordable, portable
and easy-to-use email appliances such as the Mail Station and rel ated Internet
services. During the year ended Decenber 31, 2003, we ceased active marketing
of the Mail Station products and services but intend to continue providing
services to Mail Station customers that are currently activated or nmay activate
in the future. Accordingly, we reduced the carrying value of Ml Station
hardware by $4.8 mllion to its estimated net realizable value, and the
wite-down is included in tel econmunications service and equi prent costs for
the year ended Decenber 31, 2003.

In January 2002, we acquired the proprietary software platform of
Omi Sky Corporation ("Omi Sky") in a Bankruptcy Code Section 363 purchase of
assets. Omi Sky was a provider of wireless data applications and services for
use on nobil e devices. During 2003, we decided to discontinue providing
services to certain customers supported by and to cease addi ng subscribers to
the Omi Sky platform Accordingly, we reduced the carrying value of the
acquired software and hardware by $2.4 nillion based on the estinmated future
cash flows of the custoners who continue to be supported by the Omi Sky
platform and the wite-down is included in tel ecomunications service and
equi prent costs for the year ended Decenber 31, 2003.

In July 2002, we acquired Peopl ePC. Peopl ePC provides val ue-priced
Internet access using a cost-efficient technology platformand a start page
custom zabl e for marketing partners. Peopl ePC al so provi des a nenbership
package that includes a brand-name conputer, unlimted Internet access,
customer support and an in-home warranty ("Menbership Package"). In the
transaction, we acquired approxi mately 518, 000 Peopl ePC prepai d, bundl ed
subscri bers ("Menbership Custoners") and approxi nately 55,000 val ue-priced,
monthly billed subscribers. The Peopl ePC busi ness accel erated our efforts to
create and market a val ue-priced access service and to conpete in the
val ue-priced Internet access nmarket. Beginning in the first quarter of 2004,
Peopl ePC di sconti nued sal es of Menbershi p Packages whi ch generated revenues
fromthe sale of personal computers but did not contribute neaningfully to
gross margins, and, as a result, PeoplePC is now focused solely on the sale of
val ue-priced, nmonthly billed access services.

Results of Operations

The following table sets forth consolidated financial and operating
data as well as the percentage of total revenues represented by certain itens
in our Consolidated Statements of Operations for the periods indicated:

Year Ended Decenber 31,

2001 % of 2002 % of 2003 % of
Revenues Revenues Revenues

(in thousands, except enpl oyee data)
St at enent  of
operations data:
Revenues:
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Nar r onband access
Br oadband access
Web hosti ng
Content, commerce
and adverti sing

Tot al revenues
Qperating costs and
expenses:

Tel ecommuni cati ons
servi ce and

equi pment costs

Sal es i ncentives

Total cost of
revenues

Sal es and marketing
Qper ations and

cust omer support
General and
administrative
Acqui sition-rel ated
anortization (1)
Facility exit costs
(2)

I nt angi bl e asset
wite-off (3)

Total operating
costs and expenses
Loss from
operations
Wite-off of equity
i nvestnments in

ot her conpanies (4)
I nterest incone and
ot her, net

Net | oss
Deducti ons for
accretion dividends

Net | oss
attributable to
commn st ockhol ders

Cash fl ow data
Cash provi ded by
operating
activities

Cash used in
i nvesting
activities

Cash used in
fi nanci ng
activities

$ 999, 251
167, 935
59, 263
18, 479

1, 244,928

217, 483

1, 601, 458
(356, 530)
(10, 000)

25, 469

(341, 061)
(29, 880)

$ (287, 986)

$ (10, 119)

80 $ 1,037,829

13 250, 591
5 53, 210

2 15, 791
100 1,357,421
41 543, 981

5 37, 669

46 581, 650
26 373, 481
28 324, 555
10 123, 379
18 110, 885
.- 3, 492

1 - -
129 1,517, 442
(29) (160, 021)
.- (650)

2 12, 638
(27) (148, 033)
(3) (19, 987)

$ (24, 485)

76 $ 965, 025
19 361, 124
4 49, 902
1 25,879
100 1,401, 930
40 519, 149
3 21,176

28 382,965
24 297,045

9 127,664

8 84, 299

.- 36, 596
112 1, 468, 894
(12) (66, 964)
.- (202)

1 4,972
(11) (62, 194)
(1) (4,586)

$ (88, 882)

69
26
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Member dat a:

Nar r owband 4,203 4,035 3,984
subscri bers

Br oadband 471 779 1, 061
subscri bers

Web hosting 169 173 161
accounts

Tot al subscribers 4,843 4,987 5, 206

at end of year (5)
Menber activity:

Subscri bers at 4,690 4,843 4,987
begi nni ng of year

Gross organic 2,202 2,043 2,706
subscri ber

addi tions

Acqui red 428 316 76
subscri bers (5)

Adj ust nent (6) -- -- (152)
Churn (2, 477) (2, 215) (2, 411)
Subscri bers at end 4,843 4,987 5, 206
of year (5)

Average nonthly 4. 3% 3.8% 4. 0%

subscri ber churn

Enpl oyee dat a:
Nunber of enpl oyees 6, 736 5, 106 3,335
at year end (7)

(1)
Represents the anortization of intangible assets (other than software)
acquired in the acquisitions of other conpani es and subscriber bases.

(2)
In 2002, facility exit costs resulted from cl osi ng our Phoeni x contact
center facility. In connection with the closing of the facility, we
incurred approximately $3.5 mllion of costs, including $1.7 mllion
for enpl oyee, personnel and related costs; $0.5 mllion for real estate
and tel ecomuni cations service termnation costs; and $1.3 mllion in
asset wite-downs.

In 2003, facility exit costs resulted fromclosing contact center facilities in
Dal | as, Texas; Sacranento, California; Pasadena, California; and Seattle,

Washi ngton. I n connection with the closing of these facilities, we incurred
approximately $36.6 mllion of costs, including $10.7 mllion for enployee,
personnel and related costs; $18.2 million for real estate and

tel econmuni cati ons service termnation costs; and $7.7 mllion in asset
write-downs.

(3)
In February 2001, we renegotiated our conmercial and governance
arrangenents with Sprint and our exclusive narketing and co-brandi ng
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arrangenents with Sprint were term nated. Accordingly, we recorded a
non- cash charge of approximately $11.3 million to wite-off unanortized
assets related to the narketing and co-brandi ng arrangenents with
Sprint.

(4)
We have nade equity investnments in a number of other conpanies.
Managenent regularly evaluates the recoverability of its equity
i nvestnments in other conpani es based on the performance and the
financial position of those companies as well as other evidence of
mar ket value. The wite-off of equity investnents in other conpanies
represents | osses incurred to wite those investrments down to their
estimated realizable value. The company's equity investments include an
i nvestnent in eConpanies Venture Goup, L.P., ("EVG'), alimted
partnership forned to invest in donestic enmerging Internet-related
conpani es. Sky Dayton, EarthLink's Chairman of the Board of Directors,
is a founding partner in EVG EVG al so has an affiliation with
eConpani es, LLC ("eConpanies"). Sky Dayton is a founder and director of
eConpani es. The wite-offs of equity investnents included charges of
$6.0 million, $0.6 mllion and $0.2 mllion during the years ended
Decenber 31, 2001, 2002 and 2003, respectively, to wite-down
Eart hLi nk' s investnent in EVG

(5)
The anmount of acquired subscribers reported for the year ended Decenber
31, 2002 does not include approximately 518,000 Menbershi p Custoners
that purchased a Menbershi p Package prior to the date of our
acqui sition of PeoplePC, and the reported anobunt of subscribers as of
Decenmber 31, 2002 and 2003 excl udes approxi mately 487,000 and 160, 000
Menber shi p Custonmers (including 99,000 international Menbership
Customers), respectively, that purchased Menbership Packages prior to
the acquisition date that we continued to provide service to as of
December 31, 2002 and 2003. W have excluded these Menbership Custoners
because they prepaid for service for periods of up to four years prior
to the date of our acquisition of PeoplePC

(6)
Due to the reduction in revenue per subscriber during the transition
peri od under our arrangenment with Charter Communications ("Charter"),
Eart hLi nk excl uded approxi mately 152,000 Charter whol esal e broadband
subscribers fromits total paying subscriber count as of the third
quarter of 2003. See di scussion bel ow under "Broadband access revenues"
for nmore information.

(7

Represents full-tine equival ents.

Year Ended Decenber 31, 2003 Conpared to Year Ended Decenber 31, 2002
Nar r owband access revenues

Nar r owband access revenues primarily consist of monthly fees charged to
custonmers for dial-up and wirel ess Internet access and equi pnent revenues
associ ated with selling personal conputers, handhel d devices and ot her |nternet
devices. The following table identifies financial and non-financial data
associ ated with our narrowband access revenues for the years ended Decenber 31
2002 and 2003:

Year Ended Decenber
31,
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% Change

2002 2003 Change

(in thousands, except nonthly revenue
per average subscriber anmpunts)

Servi ce revenues $ 1,011,886 $ 928,738 $ (83, 148) -8%
Revenues associated with acquired 9, 143 13,951 4,808 53%
Menbership Custoners (deferred service

liability)

Equi pnent and rel ated revenues 16, 800 22,336 5,536 33%
Nar r owband access revenues $ 1,037,829 $ 965,025 $ (72, 804) -7%
Endi ng subscri bers 4,035 3,984 (51) -1 %
Aver age subscri bers 4,066 3,930 (136) -3%
Mont hly revenue per average subscri ber

Servi ce revenues $20.70 $ 19.70 $ (1.00) -5%
Total revenues $21.27 $ 20.46 $ (0.81) -4%

Nar r owband revenues decreased $72.8 nmillion, or 7% from $1,037.8
mllion during the year ended Decenber 31, 2002 to $965.0 mllion during the
year ended Decenber 31, 2003. The decrease reflects a decrease in the average
nunber of narrowband subscribers and average nmonthly narrowband access service
revenue per subscriber. These decreases were partially offset by revenues
associated with the Peopl ePC deferred service liability for acquired Peopl ePC
Menmber ship Custoners (discussed below), from$9.1 mllion during the year ended
Decenber 31, 2002 to $14.0 million during the year ended Decenmber 31, 2003.
Revenues associated with the Peopl ePC deferred service liability will decline
to $1.8 mllion in 2004 as the number of acquired, prepaid Menbership Customers
declines, as described |ater. The decreases were also offset by an increase in
equi pnent-rel ated revenues, from $16.8 mllion during the year ended Decenber
31, 2002 to $22.3 mllion during the year ended Decenber 31, 2003. W expect
our equipnent-related revenues will decline in future periods as a result of
our decisions to cease active marketing of Ml Station products and services
and to discontinue the sale of personal computers bundled with prepaid,
val ue-priced narrowband I nternet access services (Mnbership Packages).

Aver age narrowband subscri bers decreased 136,000, or 3% from4.1
mllion during the year ended Decenber 31, 2002 to 3.9 nmillion during the year
ended Decenber 31, 2003, including an increase in average Peopl ePC subscribers
of 192,000 from 24,000 to 216,000 during the years ended Decenber 31, 2002 and
2003, respectively. As of Decenber 31, 2003, we had 4.0 mllion narrowband
subscri bers, a decrease of 51,000 from Decenmber 31, 2002. Total narrowband
subscri bers at Decenber 31, 2003 includes 424,000 Peopl ePC subscribers, an
i ncrease of 356,000 from Decenmber 31, 2002. These decreases in total narrowband
subscribers resulted fromthe nigrati on of narrowband subscribers to broadband
services, and the continued maturing and ongoi ng conpetitiveness of the market
for narrowband I nternet access. The nunmber of narrowband subscribers we are
able to add nmay decline and/or the nunber of custonmers who di scontinue the use
of our service (churn) may increase as the market continues to mature or if
conpetition becones nore I ntense.

Aver age nont hly narrowband access service revenue per subscri ber

decreased 5% from $20.70 to $19.70 during the years ended Decenber 31, 2002 and
2003, respectively, due to increased pronotiona
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pricing for our prem umservice offerings and a shift in custoner mx from
prem um narrowband to val ue-priced access services, which were generally priced
at $10.95 per nonth during 2003.

The following table sunmarizes narrowband subscriber activity for the
years ended Decenber 31, 2002 and 2003:

Year Ended
Decenmber 31,

2002 2003

(in thousands)

Subscri bers at begi nning of year 4,203 4,035
Gross organi ¢ subscriber additions 1, 607 2,087
Acqui red subscri bers 308 76
Nar r owband subscri bers converted to our broadband services (98) (54)
Churn (1,985) (2,160)
Subscri bers at end of year 4,035 3,984

The subscri ber ampbunts above and in subsequent tables do not include
the Menbership Custoners that purchased a Menbership Package from Peopl ePC
prior to the date of our acquisition of PeoplePC that continue to receive
service for their prepaid terns. As of Decenber 31, 2002 and 2003, there were
487, 000 and 160, 000 such Membership Custoners, respectively, receiving
services, down from 518,000 at the date of the acquisition. Both amounts
i nclude 99,000 international Menbership Custoners that EarthLi nk does not
intend to target in our efforts to convert these Menbership Custoners to paying
subscri bers. W have excl uded t hese Menbership Custoners because they prepaid
for service for periods of up to four years prior to the date of our
acqui sition of PeoplePC. W will include the acquired Menbership Custoners in
our reported subscriber anbunts if and when they elect to convert to paying
subscribers at the end of their prepaid terns. At the acquisition date, we
established a liability for the estinmated direct cost to deliver services to
these Menbership Customers pursuant to their contract ternms, and we reduce the
l[iability and record non-cash revenue as we deliver services to these
Menbershi p Custonmers. Such reduction is intended to offset the cost of
delivering the services. EarthLink recorded revenues during the years ended
Decenber 31, 2002 and 2003 of $9.1 million and $14.0 mllion, respectively,
associated with the delivery of services to Menbership Custoners acquired
Eart hLi nk expects to record approximately $1.8 mllion of revenues during the
year ended Decenber 31, 2004 associated with the acquired Menbership Custoners.

Qur results of operations are significantly affected by subscri ber
cancel l ations, or "churn." Qur average nonthly churn rates for narrowband
subscribers were 4.5% 4.1% 4.1%and 4.0%for the four quarters in the year
ended Decenber 31, 2002 and 4.5% 4.5% 4.6%and 4.8% for the four quarters in
the year ended Decenber 31, 2003. The increase in churn fromthe rates
experienced in 2002 is due to early-life churn related to the higher |evel of
gross subscriber additions during 2003, an increased number of subscribers who
m grated to broadband services and discontinuing service to certain wreless
subscribers in the third and fourth quarters of 2003. If churn rates continue
to be at or above the rates experienced in |ate 2003, our narrowband subscri ber
base nmay continue to decrease. W continue to inplenment plans to address churn
i ncl udi ng addi ng new features such as spanBl ocker, accel eration-rel ated
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applications and Pop-Up Bl ockerSMto enhance our service offerings. However, we
can provide no assurance that our plans will be successful in mtigating the
adverse inpact increased churn may have on our subscriber base and operating
results. In addition, competitive factors outside our control may al so
adversely affect future rates of custoner churn

The nunber of narrowband subscribers we are able to add, which is our
primary nmeans of offsetting the adverse inpact churn has on our narrowband
subscri ber base, may decline and/or the cost of acquiring

new subscribers through our own sales and marketing efforts may increase as the
mar ket continues to mature or if conpetition becones nore intense.

Br oadband access revenues

Br oadband access revenues consist of fees charged for high-speed,
hi gh-capacity access services including DSL, cable, satellite and dedi cated
circuit services; installation fees; termnation fees; and fees for equipnent.
Broadband revenues increased $110.5 mllion, or 44% from $250.6 nillion during
the year ended Decenber 31, 2002 to $361.1 million during the year ended
Decenmber 31, 2003. The increase was due to a hi gher average nunber of broadband
subscri bers, from 610,000 during the year ended Decenmber 31, 2002 to 931, 000
during the year ended Decenber 31, 2003. The increase in average subscribers
was due to continued growh in the market for broadband access via DSL and
cable and our efforts to pronote broadband services.

The effect of the increase in average subscribers was partially offset
by a decrease in average nmonthly revenue per broadband subscriber during the
sane period, which declined 6% from $34.23 during the year ended Decenber 31
2002 to $32.31 during the year ended Decenber 31, 2003. The decrease in average
nmont hly revenue per broadband subscriber was due to a shift in the mx of our
br oadband subscri ber base fromfrane relay, dedicated circuit and busi ness sDSL
subscri bers (who generally pay a higher nonthly fee) to retail cable
subscri bers. The decrease also resulted fromintroductory pricing offered to
new retail broadband custoners to stinmulate increased sales and fewer gross
subscri ber additions for our satellite services. New satellite service
subscriptions generate significant first nmonth revenues associated with the
installation and sal e of equiprment. The decrease is also a result of |ower
aver age whol esal e broadband revenues per subscriber due to the restructuring of
our relationship with Charter. However, the restructuring of our relationship
with Charter also increased the proportion of retail custoners in our broadband
subscri ber base, which had the effect of increasing average nmonthly revenue per
br oadband subscri ber.

The followi ng table sunmari zes broadband subscriber activity for the
years ended Decenber 31, 2002 and 2003:

Year Ended Decenber
31,

(in thousands)

Subscri bers at begi nning of year 471 779
Gross organi ¢ subscriber additions 322 575
Acqui red subscri bers 7 --
Nar r owband subscri bers converted to our broadband services 98 54
Adj ust nent (a) -- (152)
Churn (119) (195)
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Subscri bers at end of year 779 1, 061

(a)
Due to the reduction in revenue per subscriber during the transition
peri od under our arrangenment with Charter, we excluded approxi mately
152,000 Charter whol esal e broadband subscribers fromour total paying
subscri ber count as of the third quarter of 2003. See di scussion bel ow
for nore information.

Qur broadband subscri ber base consists of both retail and whol esal e
custonmers. In a retail relationship, we market the service directly to
consuners under the EarthLink brand, have latitude in establishing price, and
are responsi bl e for nost aspects of providing the service, including first tier
customer support. In a whol esale relationship, a tel ecomunications partner
(including cabl e conmpani es) narkets the service, has latitude in establishing
price, provides the comunications link to the consuner's

home, and pays EarthLink to provide underlying Internet services such as

aut hentication, email, web space, news and varyi ng degrees of custoner support.
While retail services are generally priced above $40 per nmonth per subscri ber
to cover all of the costs of the service, wholesale relationships are priced
bet ween $4 and $10 per nonth recognizing the limted set of activities
performed by EarthLink. In a retail relationship, EarthLink recognizes the
anmount the subscriber is billed as revenue, but in a whol esale relationship
Eart hLi nk recogni zes the anpbunt due fromthe whol esal e partner as revenue. As
of Decenber 31, 2003, our broadband subscri ber base consisted of approxi mtely
68% retail custonmers and 32% whol esal e custoners, conpared to 57% and 43%
respectively, at Decenber 31, 2002. The numnber of customers being added or
served at any point in tinme through our whol esale efforts is subject to the
busi ness and marketing circunstances of our teleconmunications partners.

The pricing of our retail broadband access services is subject to
conpetitive pressures that are beyond our control. Two | LECs, Verizon
Conmuni cations Inc. ("Verizon") and SBC Communications Inc. ("SBC') have
reduced the retail prices of their broadband service offerings over the past
ni ne nonths. Verizon and SBC have al so decreased, to a | esser degree, the
whol esal e prices of broadband services they provide us and ot her high-speed
service providers. Such conpetitive pressures nmay cause us to decrease the
price of our retail broadband access services resulting in a decrease in our
average monthly revenue per broadband subscriber, and potentially a reduction
in gross margin dollars per subscriber, and/or may result in fewer new
br oadband subscribers from our sales and marketing programs. Any of these could
have a materially adverse effect on the profitability of our business.

We have agreenents with varying ternms with all of our significant
br oadband network providers. The follow ng table sumarizes the expiration
dates for these agreenents:

Cont r act
Expi ration

Br oadband Net wor k Provi der Mont h Year
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Covad Communi cati ons Group, Inc. July 2004
Contast Corporation July 2005
Subsi di ari es of SBC January 2006

Sept ember 2006
Subsi di ari es of Bell Sout h Corporation Mar ch 2006
Veri zon Comuni cations |nc. Cct ober 2006
Ti me Warner Cable Decenber 2006

We have historically had whol esale relationships with Sprint and
Charter. Qur contract with Sprint to provide whol esal e broadband services is
not excl usive and has annual w ndows for term nation and renegotiation. Wile
we anticipate maintaining a relationship with Sprint by extending or otherw se
entering into a new contract, the nature of our relationships with our Sprint
whol esal e broadband subscri bers may change and the nunmber of custoners served
and/ or the average revenue per subscriber in any new contract nay be |l ess than
current |evels. Nonetheless, we cannot be certain of renewal or non-termnation
of our contracts with Sprint and our other channel partners.

Qur contract with Charter to provide whol esal e broadband services
expired in July 2003. In July 2003, we signed a new agreenent with Charter
pursuant to which we intend to transition from providi ng whol esal e broadband
services to Charter in certain markets to offering a prem um add-on |nternet
service to Charter subscribers in these narkets for a smaller nmonthly fee. The
prem um I nternet service would include functionality available in our current
retail narrowband and broadband service offerings such as Pop-Up Bl ocker and
spanBl ocker. During the transition period, we will continue providing whol esal e
br oadband services to Charter at a nomnal rate. Due to the reduction in
revenue per subscriber during the transition period under this arrangenent, we
excl uded approxi mately 152,000 Charter whol esal e broadband subscri bers from our
total paying subscriber count as of the third quarter of 2003. W have
subsequent |y included approxi mately 22,000 Charter custoners who have
subscri bed as of Decenber 31,

2003 to the premum add-on Internet service in our gross organi c subscriber
additions and in our total paying subscriber count.

The availability of and charges for last nmile access with these and
other last mle broadband network providers at the expiration of current termns
cannot be assured and may reflect |egislative or regulatory as well as
conpetitive and business factors. Qur business could be materially, adversely
affected if we are unable to renew or extend contracts with our current
br oadband network providers on acceptable terns, renew or extend current
contracts with broadband network providers at all, acquire simlar broadband
networ k capacity from competing | SPs, or otherw se extend our broadband
footprint.

We purchase broadband access from | LECS; competitive |ocal exchange
carriers ("CLECS"); and cable providers. Please refer to "Regul atory
Envi ronment” in the Business section of this 10-K for further discussion of the
regul atory environnent and di scussion regarding our contracts with broadband
access providers.

Web hosting revenues

We earn web hosting revenues by | easing server space and providing web
services to individual s and busi nesses wi shing to present a web or e-conmerce
presence on the Internet. Wb hosting revenues decreased 6% from $53.2 nillion
during the year ended Decermber 31, 2002 to $49.9 mllion during the year ended
December 31, 2003 due to decreases in average web hosting accounts and average
nont hly revenue per account.
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Average web hosting accounts declined 4% from 173,000 during the year
ended Decenber 31, 2002 to 166,000 during the year ended Decenber 31, 2003.
Aver age mont hly revenue per account declined 2% from $25. 61 during the year
ended Decenber 31, 2002 to $25.01 during the year ended Decenber 31, 2003,
reflecting the continued mgration to |lower price points to be conpetitive in
the market for web hosting services.

Content, comerce and advertising revenues

Content, commerce and advertising revenues consist of revenues from our
partnershi ps, which are pronotional arrangenents with advertisers, retailers,
service providers and content providers. W earn these revenues by paid
pl acenents for searches; delivering traffic to our partners in the form of
subscri bers, page views or e-commerce revenues; advertising our partners
products and services in our various online properties and el ectronic
publications, including the Personal Start PageTM and referring our customners
to our partners' products and services.

Content, comerce and advertising revenues increased $10.1 mllion, or
64% from $15.8 million during the year ended Decenber 31, 2002 to $25.9
mllion during the year ended Decenber 31, 2003 due prinmarily to increased
search advertising revenues.

Cost of revenues

Tel ecomuni cati ons service and equi pnment costs are the prinmary
conponent of EarthLink's cost of revenues and consist of tel ecommunications
fees, set-up fees and network equi pment costs incurred to provide our I|nternet
access services. Tel ecommuni cations service and equi prent costs al so include
the cost of Internet appliances sold, including wreless devices and persona
conput ers. Tel econmmuni cati ons servi ce and equi pment costs decreased 5% from
$544.0 mllion during the year ended Decenber 31, 2002 to $519.1 million during
the year ended Decenber 31, 2003, and decreased as a percentage of tota
revenues from40.1%to 37.0% Tel econmuni cations service and equi pnment costs
for the year ended Decenber 31, 2003 includes a $2.4 nmillion wite-down of the
Omi Sky platformrelated to our decision to discontinue providing services to
certain custoners supported by the Omi Sky platformand a $4.8 mllion
wite-down of Mil Station hardware related to our decision to cease actively
marketing Mail Station products and services. The decrease in tel econmunications
service and equi pnent costs was due to an 8% decrease in average nonthly
tel econmmuni cati ons service and equi prrent cost per subscriber offset by a 3%

i ncrease in average subscri bers.

The decrease in average nonthly costs per subscriber was due to
i mprovenments in both narrowband and broadband tel econmuni cations costs. This
was a result of nore favorable agreements with tel econmuni cati ons service
providers as well as optimzing network capacity to reduce costs. |In general
the tel ecommuni cati ons cost per subscriber has declined over tinme, resulting
frominprovenents in comuni cations technol ogy, the increasing scale of
Internet-rel ated business, and conpetition anong tel econmuni cations providers.
However, the intensity of conpetition and whol esal e tel ecommuni cati ons pri ci ng,
whi ch have benefited EarthLi nk, have caused sone tel econmuni cati ons comnpani es
to experience financial difficulty. EarthLink's prospects for maintaining or
further inproving tel econmunications costs, particularly for narrowband
services, could be negatively affected if one or nmore of EarthLink's key
tel ecommuni cati ons providers were to experience serious enough difficulties to
i mpact service availability, or if tel ecomuni cati ons bankruptcies generally
reduced the |l evel of conpetition anpong tel ecomrunications providers.

Based on managenent's estimates, broadband access has both a higher
t el econmuni cati ons cost of revenue per subscriber and a | ower gross profit
mar gi n percentage than our other principal forns of Internet access and rel ated
servi ces. Even though broadband subscribers increased from 16% of tota
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subscri bers at Decenber 31, 2002 to 20% of total subscribers at Decenber 31
2003, tel ecomuni cations cost per subscriber decreased sufficiently in both our
narrowband and broadband offerings to cause total average nonthly

tel econmuni cati ons service and equi pment cost per subscriber to decrease. W
expect that there will be additional opportunities to reduce such costs by
continuing to elimnate higher cost providers, reducing costs fromthe
remai ni ng vendors, and achieving higher utilization of existing

tel ecommuni cati ons capacity. W expect these initiatives will offset the
negative effect on our gross profit margi n percentage of broadband conti nui ng
to grow as a portion of our overall business. As a result, we expect to be able
to maintain or slightly increase our gross profit nmargin percentage during
2004. Beyond 2004, gross profit margin percentages nmay decrease as a result of
the expected continuing growh of broadband as a percentage of our tota

busi ness.

Eart hLi nk' s principal providers for narrowband tel ecomunications
services are Level 3 Communications, Inc. and Sprint, and our |argest provider
of broadband connectivity is Covad Communications Group, Inc. W also do |esser
amounts of business with a wide variety of |local, regional and other nationa
providers. EarthLi nk purchases broadband access from | LECS, CLECs and cabl e
providers. Please refer to "Regulatory Environment" in the Business section of
this 10-K for a discussion of the regulatory environnent as well as a
di scussion regarding our contracts with broadband access providers.

Cost of revenues also includes sales incentives. W frequently offer
sal es incentives such as free Internet access on a trial basis, nodens and
starter kits as introductory offers. Sales incentives decreased 44% from $37.7
mllion during the year ended Decenber 31, 2002 to $21.2 mllion during the
year ended Decenber 31, 2003 due to declines in broadband equi pnent prices,

i ncl udi ng support provi ded by broadband network partners to offset such costs,
and a shift in enphasis fromsales incentives to reduced price introductory
offers to attract new subscri bers.

Sal es and marketing

Sal es and marketing expenses consist of advertising, direct response
mai | i ngs, bounties paid to channel partners, sales and marketing personne
costs, and pronptional materials. Sales and marketi ng expenses increased 3%
from$373.5 million during the year ended December 31, 2002 to $383.0 mllion
during the year ended Decenmber 31, 2003, but decreased slightly as a percent of
total revenues from28%to 27% The increase in total sales and marketing
expenses was primarily due to direct and performance-based sal es and marketing
efforts for our narrowband, broadband and val ue-priced access services and
i ncreased support for new sal es channels. These I ncreases were partially offset
by declines in sales and marketing expenses associated with our EarthLink
Everywhere initiative and our Mail Station products and services.

Qperations and custoner support

Operations and custoner support expenses consi st of costs associated
with technical support and custoner service, providing our subscribers with
toll-free access to our technical support and customer service centers,
mai nt enance of custoner information systens, software devel opnment and network
operations. Qperations and customer support expenses decreased from $324. 6
mllion during the year ended Decenber 31, 2002 to $297.0 mllion during the
year ended Decenber 31, 2003. The decrease was a result of decreased personne
and occupancy related costs resulting fromclosing four contact centers and a
decrease in depreciation expense, which was partially offset by an increase in
prof essional fees associated with the contact center reconfiguration and
i ncreased outsourced | abor costs associated with outsourcing certain contact
center activities. W expect total operations and customer support expenses to
continue to decline as we increase our utilization of outsourced contact center
service providers.
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Ceneral and administrative

General and adm ni strative expenses consist of fully burdened costs
associated with the executive, finance, |egal and human resources departnents;
out si de professional services; paynent processing; credit card fees;
col l ections and bad debt. General and adm nistrative expenses increased $4.3
mllion from$123.4 million during the year ended Decenber 31, 2002 to $127.7
mllion during the year ended Decenber 31, 2003. The increase was primarily due
to increases in legal fees and related costs and bad debt expenses.

Acqui sition-rel ated anortization

Acqui sition-rel ated anortization represents the anortization of
definite life intangible assets acquired in conjunction with the purchases of
busi nesses and custonmer bases fromother |SPs. Generally, such definite-life
i ntangi bl e assets are anortized on a straight-line basis over three years from
the date of their respective acquisitions. Acquisition-related anortization
decreased 24% from $110.9 mllion during the year ended Decenber 31, 2002 to
$84.3 mllion during the year ended Decenber 31, 2003. The decrease was due to
the subscri ber bases acquired in the NETCOM On-Li ne Communi cati ons Servi ces,
Inc. ("NETCOM'), InfiNet.com Inc. and OneMain.com Inc. ("OneMin")
transactions beconming fully anortized in February 2002, May 2003 and Septenber
2003, respectively. This decrease was partially offset by anortization of the
Peopl ePC subscri ber base acquired in July 2002 and subscri ber acquisitions in
the fourth quarter of 2002.

Facility exit costs

During the first quarter of 2003, we executed a plan to streanline our
contact center facilities (the "Contact Center Plan"). The Contact Center Pl an
was designed to further increase operational efficiencies and reduce overal
costs in our customer support organi zation while naintaining our conmtnent to
customer service. In connection with the Contact Center Plan, we closed contact
centers in Dallas, Texas; Sacranento, California; Pasadena, California; and
Seattl e, Washington during the nmonths of February and March 2003. The cl osure
of the four contact centers resulted in the term nation of 1,220 enpl oyees and
a net reduction of 920 enpl oyees, primarily custonmer support personnel. In
connection with the Contact Center Plan, we recorded facility exit costs of
approximately $36.6 mllion during the first quarter of 2003. These costs
i ncl uded approximately $10.7 mllion for enployee, personnel and rel ated costs;
$18.2 mllion for real estate and tel econmrunications service term nation costs;
and $7.7 mllion in asset wite-downs.

During the fourth quarter of 2002, we closed our Phoenix, Arizona
contact center facility to consolidate operations and reduce overall costs. The
closure of the Phoenix facility resulted in the term nation of 259 enpl oyees.
In connection with the closing of the Phoenix facility, we recorded facility
exit costs of $3.5 mllion. These costs included approximately $1.7 mllion for
enpl oyee, personnel and

related costs; $0.5 mllion for real estate and tel ecommuni cati ons contract
termnation costs; and $1.3 mllion in asset wite-downs.

I nterest income and ot her, net

Interest income and other, net, decreased 61%from $12.6 mllion during
the year ended Decenber 31, 2002 to $5.0 million during the year ended Decenber
31, 2003 due to a decrease in our average cash and narketabl e securities
bal ances and a decrease in investnent yields. Qur cash and investnent bal ances
decreased as a result of the repurchase of 14.8 million shares of our conmon
stock during the year ended Decenber 31, 2003 for $90.2 nmillion, capita
expendi tures and the purchases of subscriber bases from several conpanies,
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which was partially offset by an increase in cash provided by operations. Qur
wei ght ed average i nvestnent yields have decreased from approxi mately 2.6%
during the year ended Decenber 31, 2002 to approximately 1.6% during the year
ended Decenber 31, 2003 as the U S. Federal Reserve Bank has reduced interest
rates.

Year Ended December 31, 2002 Conpared to Year Ended Decenber 31, 2001
Nar r owband access revenues

Narrowband revenues increased $38.5 mllion, or 4% from $999.3 mllion
during the year ended Decenber 31, 2001 to $1,037.8 mllion during the year
ended Decenber 31, 2002. The following table identifies financial and
non-financial data associated with our narrowband access revenues for the years
ended Decenber 31, 2001 and 2002:

Year Ended Decenber
31,

% Change

(in thousands, except nonthly revenue
per average subscriber anmpunts)
Servi ce revenues $ 994,681 $ 1,011,886 $ 17,105 2%
Revenues associated with acquired -- 9, 143 9, 143 N A
Menber ship Custoners (deferred
service liability)

Equi pnent and rel ated revenues 4,570 16, 800 12, 330 276%
Narr owband access revenues $ 999,251 $ 1,037,829 $ 38,578 39%
Endi ng subscri bers 4,203 4,035 (168 ) -4%
Aver age subscri bers 4, 265 4,066 (199) -5%
Mont hly revenue per average

subscri ber

Servi ce revenues $ 19.42 $20.70 $ 1.28 7%
Total revenues $ 19.54 $21.27 $ 1.73 9%

The increase in narrowband revenues was due to an increase in average
nmont hly service revenue per narrowband subscriber from $19.42 to $20. 70 during
the years ended Decenber 31, 2001 and 2002, respectively. Also contributing to
the increase was an increase in equipnent-related revenues from%$4.6 mllion
during the year ended Decermber 31, 2001 to $16.8 mllion during the year ended
Decenber 31, 2002, and the inclusion of $9.1 mllion of revenues related to the
deferred service liability for Peopl ePC Menbershi p Custoners previously noted.

The effect of the increase in average nonthly service revenue per
narr owband subscri ber was largely offset by a decrease in the average nunber of
narr owband subscribers during the year ended Decenber 31, 2002 as conpared to
the year ended Decenber 31, 2001. Average narrowband subscribers decreased
199,000, or 5% from4.3 million during the year ended Decenber 31, 2001 to 4.1
mllion during the year ended Decenber 31, 2002.
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The foll owi ng table sunmarizes narrowband subscriber activity for the
years ended Decenber 31, 2001 and 2002:

Year Ended
Decenber 31,

2001 2002

(i n thousands)

Subscri bers at begi nning of year 4, 306 4,203
Gross organi c subscriber additions 1, 856 1, 607
Acqui red subscri bers 428 308
Nar r owband subscri bers converted to our broadband services (62) (98)
Churn (2,325) (1,985)
Subscribers at end of year 4,203 4,035

Qur quarterly average nmonthly churn rates for narrowband subscribers
were 4.0% 4.0% 5.4%and 4.9% for the four quarters in the year ended Decenber
31, 2001 and 4.5% 4.1% 4.1%and 4.0%for the four quarters in the year ended
December 31, 2002. On Decenber 31, 2002, we had 4.0 mllion narrowband
subscri bers, a decrease of 168,000 from Decenber 31, 2001. This decrease
primarily resulted fromchurn caused by a price increase effected in July 2001
to traditional EarthLink customers as well as the conversion of acquired
subscribers to standard EarthLink pricing plans, the mgration of narrowband
subscri bers to broadband services, and the continued maturing and ongoi ng
conpetitiveness of the market for narrowband |Internet access which resulted in
fewer new custonmers fromour sales and nmarketing prograns.

Br oadband access revenues

Br oadband revenues increased $82.7 nmillion, or 49% from $167.9 mllion
during the year ended Decenber 31, 2001 to $250.6 mllion during the year ended
Decenber 31, 2002. The increase in broadband revenues was due to an increase in
the average nunber of broadband subscribers from 355,000 during the year ended
Decenmber 31, 2001 to 610,000 during the year ended Decenmber 31, 2002. The
i ncrease in average subscribers was due to the continued growh in market
demand for broadband access via DSL and cable, the introduction of EarthLink
br oadband service over the Tinme Warner Cable systemlate in 2001, and conti nued
Eart hLi nk marketing efforts to pronote broadband servi ces.

The effect of the increase in subscribers was partially offset by a
decrease in average nonthly revenue per broadband subscriber during the sane
period. Average nonthly revenue per subscriber declined 13% from $39. 38 during
the year ended Decenber 31, 2001 to $34.23 during the year ended Decenber 31
2002. The decrease in average nonthly revenue per broadband subscriber was due
to a continued shift in the mx of our broadband subscriber base fromfrane
rel ay and dedicated circuit subscribers to retail DSL, retail cable and
whol esal e broadband rel ati onshi ps. The decrease al so resulted fromintroductory
pricing offered to new retail broadband customers in 2002 to stinulate
i ncreased sal es.

The foll owing table sunmari zes broadband subscriber activity for the
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years ended Decenber 31, 2001 and 2002:

Year Ended Decenber
31,

(in thousands)

Subscri bers at begi nning of year 215 471
Gross organi ¢ subscriber additions 277 322
Acqui red subscri bers -- 7
Nar r owband subscri bers converted to our broadband services 62 98
Churn (83) (119)
Subscri bers at end of year 471 779

Web hosting revenues

Web hosting revenues decreased 10% from $59.3 million during the year
ended Decenber 31, 2001 to $53.2 million during the year ended Decenber 31
2002. The decrease in web hosting revenues was due to a decrease in average
revenue per account during the year ended Decenmber 31, 2002 as conpared to the
year ended Decenber 31, 2001.

Average monthly revenue per account declined 11% from $28. 70 during the
year ended Decenber 31, 2001 to $25.61 during the year ended Decenber 31, 2002.
The decline in average nmonthly web hosting revenue per account reflects the
mgration to | ower price points to be conmpetitive in the SOHO (small office/
honme office) business market. Average web hosting accounts were 172,000 during
the year ended Decenber 31, 2001 and 173,000 during the year ended Decenber 31,
2002.

Content, comerce and advertising revenues

Content, comerce and advertising revenues decreased $2.7 mllion, or
15% from $18.5 mllion during the year ended Decenber 31, 2001 to $15.8
mllion during the year ended Decenber 31, 2002 due to a decline in the market
for Internet adverti sing.

Cost of revenues

Tel ecommuni cati ons service and equi prent costs increased 7% from $509. 5
mllion during the year ended Decenber 31, 2001 to $544.0 mllion during the
year ended Decenber 31, 2002. Tel ecomuni cations service and equi pnent costs as
a percentage of revenues decreased slightly from40.9%for the year ended
December 31, 2001 to 40.1%for the year ended Decenber 31, 2002. The increase
in tel ecomunications service and equi pnent costs during the year ended
Decenmber 31, 2002 as conpared to the year ended Decenber 31, 2001 was due to a
slight increase in average subscribers combined with a 5% increase in average
nonthly tel ecommuni cations service and equi pnent cost per subscri ber.

Average nonthly tel ecomruni cati ons service and equi pnent costs per
subscriber increased due to the increasing portion of our business represented
by broadband subscribers, which is a nore costly service to deliver. Broadband
subscribers were 10% and 16% of total subscribers at Decenber 31, 2001 and
2002, respectively. Average nonthly tel econmunications service and equi pnent
costs per subscriber also increased due to costs associated with persona
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conputers recorded in connection with the sale of Menbershi p Packages. The
increase in overall average nonthly tel econmunications service and equi prent
costs per subscriber was partially offset by a decline in average nonthly

tel econmuni cati ons service costs per narrowband subscriber, which resulted from
i mprovenents in conmuni cations technol ogy, the increasing scale of
Internet-rel ated business and conpetition anong tel ecomuni cati ons providers.

Sal es incentives decreased 45% from $67.9 mllion during the year ended
Decenber 31, 2001 to $37.7 million during the year ended Decenmber 31, 2002. The
decrease in sales incentives is attributable to declines in the prices of
br oadband nodens provided to new customners, including support provided by
br oadband network partners to of fset such costs, and a shift in enphasis from
sal es incentives to reduced price introductory offers to attract new
subscri bers.

Sal es and marketing

Sal es and marketing expenses increased 14% from $328.0 nmillion during
the year ended Decenber 31, 2001 to $373.5 million during the year ended
Decenmber 31, 2002. The increase was prinarily due to sales and marketing
expenses incurred during the year ended Decenber 31, 2002 associated with the
products and services acquired and devel oped in connection with the
acquisitions of Cidco (Miil Station), the Omi Sky pl atform and Peopl ePC in
Decenmber 2001, January 2002 and July 2002, respectively, as well as an increase
in sales and marketing costs associated with our EarthLi nk Everywhere
initiative. The increase was al so due to an increase in expenses associ ated
wi th enhancing the custoner relationship in an effort to reduce churn as well
as direct and perfornmance-based sal es and marketi ng expenses. As a percentage
of revenues, sales and marketi ng expenses increased from26%to 28% of tota
revenues for the years ended Decenmber 31, 2001 and 2002, respectively.

Qperations and custoner support

Operations and customer support expenses decreased from $339.5 mllion
during the year ended Decenber 31, 2001 to $324.6 million during the year ended
Decenmber 31, 2002. The decrease in operations and customer support costs was
due to inproved efficiencies in customer service operations.

Ceneral and adm nistrative

General and administrative expenses decreased $4.4 mllion from $127.8
mllion during the year ended Decenber 31, 2001 to $123.4 million during the
year ended Decenber 31, 2002. The decrease is due to a reduction in personnel
occupancy and tax expenses offset by higher professional fees and higher
paynment processing and bad debt costs, which are largely variable to revenues.

The reduction in personnel and rel ated overhead costs during the year
ended Decenber 31, 2002 as conpared to the sanme period of the prior year is due
to the integration of OneMain during the first quarter of 2001. A substantia
portion of the integration costs incurred in the first quarter of 2001
represented the salaries and benefits paid to | egacy OneMai n personnel and the
over head associated with the personnel during the integration period.

Subsequent acquisitions were significantly smaller, and we incurred m ninal
increnental integration costs during the year ended Decenber 31, 2002.

Acqui sition-rel ated anortization

Acqui sition-rel ated anortization decreased 49% from $217.5 mllion
during the year ended Decenber 31, 2001 to $110.9 million during the year ended
Decenber 31, 2002. Acquisition-related anortization declined $77.4 million as a
result of the intangi ble assets acquired in the Spry, Inc. and NETCOM
transactions in Cctober 1998 and February 1999, respectively, becomng fully
anortized in Novenber 2001 and February 2002, respectively. Acquisition-rel ated
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anortization also decreased $42.3 mllion as a result of the adoption of
Statenment of Financial Accounting Standards ("SFAS') No. 142, "Goodwi || and

Q her Intangible Assets," which required us to cease anortization of goodw ||
and other indefinite life intangi ble assets on January 1, 2002. These decreases
were offset by the anortization of definite-life intangible assets resulting
fromour acquisitions of C dco and Peopl ePC i n Decenber 2001 and July 2002,
respectively, and other subscriber acquisitions.

Facility exit costs

During the fourth quarter of 2002, we closed our Phoenix, Arizona
contact center facility to consolidate operations and reduce overall costs. The
cl osure of the Phoenix facility resulted in the term nation of 259 enpl oyees.
In connection with the closing of the Phoenix facility, we recorded facility
exit costs of $3.5 mllion. These costs included approximately $1.7 mllion for
enpl oyee, personnel and related costs; $0.5 mllion for real estate and
tel ecommuni cati ons contract termnation costs; and $1.3 nmillion in asset
write-downs.

I ntangi bl e asset wite-off

In February 2001, we renegotiated our conmercial and governance
arrangenents with Sprint. Under the renegotiated arrangenents, our exclusive
mar keti ng and co-brandi ng arrangenents with Sprint were term nated.
Accordingly, we recorded a non-cash charge of approximately $11.3 mllion to
wite-off unanortized intangible assets related to the marketing and
co-brandi ng arrangenments with Sprint.

Wite-off of equity investnents in other conpanies

We nade equity investnents in several conpanies prior to Decenber 31
2001. During the years ended Decenber 31, 2001 and 2002, nanagenent determ ned
that the full recovery of certain investnents was unlikely. Accordingly, we
recorded a charge of $10.0 million and $0.6 mllion during the years ended
Decenmber 31, 2001 and 2002, respectively, to wite equity investnments down to
their estimated net realizable val ue.

I nterest income and ot her, net

Interest incone and ot her, net, decreased 50%from $25.5 million during
the year ended Decenber 31, 2001 to $12.6 million during the year ended
Decermber 31, 2002. The decrease was due to a decrease in our average cash and
mar ket abl e securities bal ances and a decrease in investnent yields. Qur cash
and i nvest ment bal ances decreased as a result of the purchases of subscriber
bases from several comnpanies; the acquisitions of G dco, the Omi Sky platform
and Peopl ePC, the repurchase of 2.6 nmillion shares of our common stock; and
capital expenditures. Qur weighted average investnent yields decreased from
approximately 4.2% during the year ended Decenber 31, 2001 to approxi mately
2.6%during the year ended Decenber 31, 2002 as the U S. Federal Reserve Bank
reduced interest rates. The decrease in interest income and other, net, was
partially offset by a reduction in interest expense attributable to a decrease
in the average bal ance of obligations under capital |ease from$22.5 mllion
during the year ended Decenber 31, 2001 to $8.7 mllion during the year ended
Decenber 31, 2002.

Restructuring Charges and Facility Exit Costs
Peopl ePC
Qur acqui sition of Peopl ePC included costs related to a forma
Eart hLi nk plan (the "Peopl ePC Pl an") to integrate Peopl ePC s operations into

our operations and to exit PeoplePC s international operations. The Peopl ePC
Plan called for the net reduction of 13 positions in operations and custoner

38



EARTHLINK INC Filing Date: 12/31/03

support, sales and nmarketing, and in general and adm nistrative departnents.
The original estimates for costs associated with the Peopl ePC Pl an i ncl uded
$2.1 mllion related to the wite-off of duplicative and abandoned assets, $0.8
mllion related to enpl oyee term nation benefits and $1.8 mllion related to
exiting Peopl ePC s international operations, including $0.6 mllion for the
wite-off of abandoned assets and $1.2 mllion related to costs associated with
a non-cancel abl e | ease. The costs of the Peopl ePC Plan are included in the
purchase price of PeoplePC and are included in the fair values of tangible
assets acquired and liabilities assuned in the acquisition. The costs

associ ated with the Peopl ePC Pl an were | ess than original estimtes and, as a
result, we decreased our liability related to severance costs and the

non- cancel abl e | ease during the year ended Decenber 31, 2003 by $0.5 mllion
resulting in a decrease in goodwi |l. As of Decenber 31

2003, we have paid all exit costs and witten off the inpaired assets

associ ated with the Peopl ePC plan. The followi ng table sunmarizes the status of
the restructuring and exit costs and the rel ated reserves for the Peopl ePC Pl an
as of and for the years ended Decenber 31, 2002 and 2003:

Pur chase Non-Cash Paynments Bal ance Paynents Adjustnents Bal ance

Rel at ed I tens Decenber Decenber
Cost s 31, 31,
2002 2003

(i n thousands)
Wite-off $ 2,136 $ (2,136) -- -- -- --
duplicative
and abandoned
software
Sever ance 769 -- (578) 191 (62) (129)
costs
I nt ernati onal
operations
exit costs

Wite-off 576 (576) - - - - - - - -
abandoned

assets

Non- cancel abl e 1,196 -- (600) 596 (233) (363)
| ease

Tot al 1,772 (576) (600) 596 (233) (363)

i nt er nati onal
exit costs

Facility exit costs

During the fourth quarter of 2002, we cl osed our Phoenix, Arizona
contact center facility. The closure of the Phoenix facility resulted in the
term nation of 259 positions, primarily custoner support personnel. In
connection with the closing, we recorded facility exit costs of $3.5 mllion in
the fourth quarter of 2002. These costs included approximately $1.7 mllion for
enpl oyee, personnel and related costs; $0.5 mllion for real estate and
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tel econmuni cati ons contract termnation costs; and $1.3 mllion in asset
wite-downs. W have paid all exit costs and witten off the inmpaired assets
associ ated with the Phoenix facility.

During the first quarter of 2003, we executed a plan to streanline our
contact center facilities (the "Contact Center Plan") and utilize outsourced
contact center service providers. In connection with the Contact Center Plan
we cl osed contact center facilities in Dallas, Texas; Sacranmento, California;
Pasadena, California; and Seattle, Wshington during the nonths of February and
March 2003. The closure of the four contact center facilities resulted in the
term nation of 1,220 enployees and a net reduction of 920 enpl oyees, prinmarily
customer support personnel. In connection with the Contact Center Plan, we
recorded facility exit costs of approximately $36.6 mllion. These costs
i ncl uded approximately $10.7 mllion for enployee, personnel and rel ated costs;
$18.2 mllion for real estate and tel econmruni cati ons service term nation costs
and $7.7 mllion in asset wite-downs. As of Decenmber 31, 2003, we have paid
all telecomruni cations service termnation costs and enpl oyee and personne
rel ated costs and expect to incur future cash outflows for real estate
obligations through 2010. W have realized reduced costs in 2003 as a result of
conpl eting the Contact Center Plan.

The followi ng tabl e sunmarizes the status of the accrued costs
associ ated with the Phoenix contact center facility exit costs as well as the
facility exit costs associated with the Contact Center Plan as of and for the
years ended Decenber 31, 2002 and 2003:

Facility Non-Cash Paynent s Bal ance Payment s Bal ance
Exi t Itens Decemnber December
Cost s 31, 31,
2002 2003

(i n thousands)
Phoeni x cont act
center facility
exit costs:
Sever ance and $ 1,724 -- $ (1,428) $ 296 $ (296) --
personnel rel ated
costs
Real estate and 486 -- (486) -- -- --
t el ecommmuni cati ons
contract
term nation costs
Wite-off
abandoned and 1, 282 (1,282 )
di sposed
assets -- -- -- --

$ 3,492 $ (1,282) $ (1,914) $ 296 $ (296) .-

Facility Non-Cash Paynments Adj ustnents Bal ance
Exi t I'tens Decenber 31
Cost s 2003
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(i n thousands)
Facility exit costs
associated with the
Cont act Center Pl an:

Sever ance and $ 10, 737 -- $ (11, 220) $ 483 --
personnel rel ated

costs

Real estate and 18, 207 -- (7,832) (483) 9, 892

t el econmuni cati ons

contract term nation

costs, including

non- cancel abl e | eases

Wite-of f abandoned 7,652 (7,652) -- -- --
and di sposed assets

2004 facility exit cost plan

In January 2004, we announced plans to restructure our contact center
operations and further rely on outsourced contact center service providers to
further reduce costs and increase efficiencies. Upon execution of the plan, we
will utilize outsourced contact center service providers for substantially al
of our custoner support operations. Under the plan, we will close contact
center operations in Harrisburg, Pennsylvania; Roseville, California; San Jose,
California; and Pasadena, California and reduce our contact center operations
in Atlanta, Ceorgia by the end of the first quarter of 2004. The plan will
i mpact approximately 1,300 enpl oyees. VWhile we expect to realize future expense
reductions as a result of executing our plan, we may not experience the |leve
of benefits and rel ated cost savings we have historically realized or expect to
realize in connection with further restructuring our contact center operations.

In connection with the 2004 facility exit cost plan, we expect to
record facility exit costs of approximately $36.0 million in the first quarter
of 2004, including $13.0 nmillion for enpl oyee, personnel and related costs,
$14.0 mllion for lease termnation costs and $9.0 million for non-cash asset
wite-offs. We expect cash outflows for enployee and personnel related costs to
occur primarily in the first and second quarters of 2004 and cash outflows for
real estate obligations through 2008. Pl ease see "Liquidity and Capita
Resources" bel ow for a discussion of our plans for funding expected future cash
payments.

Liquidity and Capital Resources
Cash flows for the year ended Decenber 31, 2003

Qur operating activities provided cash of $101.7 mllion. Qur net |oss
of $62.2 mllion was nore than offset by depreciation and anortizati on expenses
relating to our network, facilities and intangible assets of $164.2 mllion and
non- cash di sposals and inpairnents of fixed assets primarily associated with
the Contact Center Plan of $7.8 million. Additional cash was provided as a
result of a $17.6 mllion decrease in receivables and an $8.5 m|lion decrease
in prepaid expenses and other assets. In addition, we recognized $14.0 million
of non-cash revenues associated with the acquired Menbership Custoners, which
is included in the change in deferred revenue. Approximately $9.9 mllion of
facility exit costs were accrued and
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unpai d as of Decenber 31, 2003, primarily related to non-cancel abl e operating

| ease paynments accrued but payable in future periods, net of estinmated subl ease
i ncome. Excluding the accruals for the facility exit costs and the change in
deferred revenue associated with the non-cash revenues, we used approxi mately
$30.4 mllion to reduce accounts payable, accrued and other liabilities, and
deferred revenue. In order to continue inproving cash flows from operating
activities, we nust continue to increase revenues while reducing

t el ecommuni cati ons costs per subscriber, inproving the efficiency of our
customer support efforts, |everaging the cost structure of our business and

ef fectively nmanagi ng our working capital.

Qur investing activities used cash of $45.2 mllion. This consisted

primarily of $28.4 mllion for capital expenditures, prinarily associated wth
network and technol ogy center related projects. W have invested significantly
in our network and technol ogy center infrastructure and will continue to invest

capital to enhance the reliability and capacity of our network. W al so used
$11.9 mllion for the acquisition of subscriber bases fromother |ISPs, of which
$6.3 mllion relates to acquisitions conpleted in the fourth quarter of 2002.
Management continuously reviews industry and econonmic conditions to identify
opportunities to pursue acquisitions of subscriber bases. Additionally, we used
$5.4 mllion for purchases of investnents in marketable securities, net of
sales and maturities of investnents in marketable securities.

Fi nancing activities used cash of $88.9 million. This consisted
primarily of $90.2 mllion used to acquire 14.8 nillion shares of our compn
stock. W may use cash in the future to purchase shares of our combn stock
pursuant to our $150.0 million share repurchase program Proceeds fromthe
exerci se of stock options and fromthe sale of comon stock pursuant to our
enpl oyee stock purchase programwere $4.4 mllion. Principal paynents on
capital |ease agreenents were $3.1 nmillion. Qur strategy over the past three
years has been to reduce the number of our capital |eases, and we anticipate
continuing to do so. W had $0.9 nmillion of capital |ease obligations as of
Decenber 31, 2003.

Cash flows for the year ended Decenber 31, 2002

Qur operating activities provided cash of $19.0 million. Qur net I|oss
of $148.0 million was the primary conponent of cash used in operating
activities. However, the effect of the | oss on cash was nore than offset by
depreci ation and anortizati on expenses relating to our network, facilities and
intangi bl e assets of $217.6 mllion. Additional cash was used as a result of a
$7.3 mllion increase in receivables and a $0.5 million increase in prepaid
expenses and ot her assets. In addition, the decreases in accounts payabl e,
accrued expenses, other liabilities and deferred revenue used $44.5 mllion in
cash.

Qur investing activities used cash of $36.4 mllion. This consists of
proceeds realized frommaturities, including sales, of narketable securities,
net of purchases, of $37.2 mllion and the use of $73.6 mllion for capita
expendi tures and the acquisitions of subscriber bases and busi nesses. Capita
equi pnment purchases were $32.5 million. Cash used in the purchase of subscriber
bases from|SPs was $21.7 mllion. We used $19.2 nillion to purchase Peopl ePC,
whi ch included approximately $7.5 mllion related to the paynent of
acquisition-related and other liabilities assuned in the transaction, and we
used $1.1 mllion to acquire the final 20% of the outstanding stock of Cdco in
January 2002.

Fi nancing activities used cash of $24.5 nillion. Proceeds fromthe
exerci se of stock options and fromthe sale of comon stock pursuant to our
enpl oyee stock purchase programwere $1.6 million. Principal paynments on
capital |ease agreenments were $11.9 mllion. Additionally, we used $14.2
mllion to acquire 2.6 mllion shares of our commpn stock

Cash flows for the year ended Decenber 31, 2001

Qur operating activities provided cash of $47.4 mllion. Qur net |oss
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of $341.1 mllion was nore than offset by depreciation and anortization
expenses relating to our network, facilities and intangible assets of $329.2
mllion and the non-cash wite-off of investnents and Sprint-rel ated

intangi bles of $10.0 mllion and $11.3 mllion, respectively. Additional cash
was provided by a $9.8 million reduction in receivables and a

$10.0 mllion reduction in prepaid expenses and ot her assets. |In addition, the
net increase in accounts payable, accrued expenses, other liabilities and
deferred revenue provided $18.2 mllion in cash.

Qur investing activities used cash of $288.0 nmillion. This consists of
net purchases of marketable securities of $170.0 million and the use of $116.0
mllion for capital expenditures and subscriber base and business acquisitions.
Capital equipnment purchases were $69.5 million. Cash used in the purchase of
subscri ber bases fromISPs was $40.7 million. In the fourth quarter of 2001, we
used cash of $5.8 mllion to acquire 80% of the outstanding stock of C dco.

Fi nancing activities used cash of $10.1 nmillion. Proceeds fromthe
exercise of stock options and warrants were $8.0 million, and we financed the
acqui sition of data processing and office equi pment anmounting to $0.9 nillion
through equi pnent | eases and sal e-| easeback agreenents. Principal paynments on
capital |ease agreenents were $19.0 mllion

Contractual Obligations and Conmitnents

At Decenber 31, 2003, we had the follow ng contractual commitnents:

Payments due by Peri od

Total Less than 1 1-2 years 2-3 years Mire than 3 years
year

Capital |ease $0.9 $0.9 -- -- --
obl i gations

(non-di scount ed)

Non- cancel abl e 86.9 26. 3 20.3 17.1 23.2
operating | eases, net

of subl eases

Non- cancel abl e net wor k 137.7 117.5 16.5 2.6 1.1
servi ce agreements

We | ease certain facilities and certain equi pnent under non-cancel abl e
operating | eases expiring in various years through 2011. W al so | ease
equi prent, primarily data conmuni cations equi pnent, under non-cancel abl e
capital |eases. Mdst of our capital |eases include purchase options at the end
of the | ease term

Access to the Internet for custoners outside of our base of owned POPs
is provided through capacity | eased froma nunber of third-party providers
under non-cancel abl e network service agreenents expiring in various years
t hrough 2008.
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O her

At Decenber 31, 2003, we had approximately $349.7 mllion in cash and
cash equivalents. In addition, we held short- and long-terminvestnents in
mar ket abl e securities valued at $89.1 mllion and $49.0 nmillion, respectively.
Short-terminvestnents in marketable securities consist of investnments that
have maturity dates of up to one year fromthe bal ance sheet date, and
long-terminvestnents in marketabl e securities consist of investnents that have
maturity dates of nore than one year fromthe bal ance sheet date. W believe
our avail able cash and nmarketabl e securities, together with our results of
operations, are sufficient to neet our operating expenses and capita
requirements for the foreseeable future. Qur capital requirenents depend on
nunerous factors, including the rate of market acceptance of our services, our
ability to maintain and expand our custoner base, the rate of expansion of our
network infrastructure, the size and types of acquisitions in which we may
engage, the level of resources required to expand our narketing and sal es
prograns, and general econonic devel opments. W may use a portion of our cash
to acquire conpanies with specific products, service capabilities, marketing
channel s, and/or subscriber bases that conplenment ours, and we nay use cash to
repurchase shares of our comon stock

W will also use cash to execute our plans to restructure our contact center
operations in the first quarter of 2004, including paynents for enployee and
personnel related costs and real estate obligations. W have no commitnents for
any additional financing and have no lines of credit or simlar sources of
financi ng, and we cannot be sure that we can obtain additional conmtnents on

favorable terns, if at all. Additional equity financing may dilute our
st ockhol ders, and debt financing, if available, may restrict our ability to
decl are and pay dividends and raise future capital. If we are unable to obtain

addi ti onal needed financing, we may be required to reduce the scope of
operations or anticipated expansion, which could materially and adversely
affect us.

Shar e repurchase program

During 2003, the Board of Directors increased the amount authorized to
repurchase our comon stock under our share repurchase program by $125.0
mllion to a total of $150.0 mllion. As of February, 27, 2004, we have
utilized approximately $69.5 mllion pursuant to the authorizations and have
$80.5 m I lion avail abl e under the current authorization. W may repurchase our
comon stock fromtime to time in conpliance with the Securities and Exchange
Conmi ssion's regul ati ons and other |egal requirements, and subject to market
conditions and other factors. The share repurchase program does not require us
to acquire any specific nunber of shares and nay be term nated at any tine.

Duri ng 2003, we also purchased 9.0 million shares of our combn stock
fromSprint for $53.1 mllion pursuant to a separate authorization by the Board
of Directors.

I ncone taxes

We have historically reported net |osses and, in accordance with
accounting principles generally accepted in the United States, have not
recorded any income tax benefits fromthose | osses. W reported net income for
the third and fourth quarters of 2003 but reported a net |loss for the year
ended Decenber 31, 2003. Therefore, we have recorded incone taxes at an
effective tax rate of 0%t hroughout 2003 in consideration of the benefit of
prior year |osses. W have provided a valuation all owance agai nst our deferred
tax assets, consisting primarily of net operating | oss carryforwards, and may
recogni ze additional benefits of deferred tax assets in periods when they are
estimated to be realizable.
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Rel ated Party Transactions

Through its ownership interest in EarthLink, Sprint is considered a
related party. Qur marketing relationship with Sprint generated approxi mately
10% of our total gross organic subscriber additions during the years ended
Decenber 31, 2002 and 2003. In connection with our marketing relationship with
Sprint, we provide whol esal e broadband and ot her services to Sprint. W
recei ved approxinmately $22.0 mllion, $26.4 mllion and $27.3 nillion during
the years ended Decenber 31, 2001, 2002 and 2003, respectively, for these
services. As of Decenmber 31, 2002 and 2003, we had accounts receivable rel ated
to these arrangenents with Sprint of $6.3 mllion and $5.2 mllion
respectively.

Sprint is one of our principal tel ecomunications service providers. W
paid Sprint approximately $75.2 mllion, $75.4 mllion and $74.0 mllion during
the years ended Decenber 31, 2001, 2002 and 2003, respectively, associated with
network service agreenents. The aggregate amount due to Sprint pursuant to
these network service agreenents was $11.0 mllion and $15.8 nillion at
December 31, 2002 and 2003, respectively.

See Item 13 of this Form 10-K, "Certain Rel ationshi ps and Rel at ed
Transactions," and Note 17, "Related Party Transactions,” in the Notes to
Consol i dated Financial Statements for further information related to
transactions with related parties.

Critical Accounting Policies and Esti nates

Set forth belowis a discussion of the accounting policies and rel ated
estimates that we believe are the nost critical to understanding our
consol idated financial statements, financial condition, and results of
operations and which require conpl ex managenent judgnments, uncertainties and/or
estimates. The preparation of financial statements in accordance with
accounting principles generally accepted in the United States requires
management to make estinmates and assunptions that affect the reported amounts
of assets and liabilities, the disclosure of contingent assets and liabilities,
and the reported amounts of revenues and expenses during a reporting period;
however, actual results could differ fromthose estinates. Managenent has
di scussed t he devel opnent, sel ection and disclosure of the critical accounting
policies and estimates with the Audit Committee of the Board of Directors.
I nformati on regardi ng our other accounting policies is included in the Notes to
Consol i dated Fi nanci al Statenents.

Revenue recognition

Gross versus net revenue recognition. Eart hLi nk mai ntai ns
rel ati onships with certain tel ecomuni cations partners (including cable
conpanies) 1n which it provides services to custonmers using the "last mle"
el ement of the tel ecommunications providers' networks. The term"last nile"
generally refers to the el ement of tel econmunications networks that is directly
connected to hones and busi nesses. In these instances, nmanagenent eval uates the
criteria outlined in Enmerging |ssues Task Force ("EITF") Issue No. 99-19,
"Reporting Revenue Gross as a Principal versus Net as an Agent," in determning
whether it is appropriate to record the gross anmobunt of revenue and rel ated
costs or the net ampunt due fromthe tel econmuni cations partner as revenue.
CGeneral ly, when EarthLink is the primary obligor in the transaction with the
subscriber, has latitude in establishing prices, is the party determ ning the
service specifications or has several but not all of these indicators,
Eart hLi nk records the revenue at the amount billed the subscriber. If EarthLink
is not the primary obligor and/or the tel ecommuni cations partner has |latitude
in establishing prices, EarthLink records revenue associated with the related
subscribers on a net basis, netting the cost of revenue associated with the
service against the gross anpunt billed the custoner and recording the net
anount as revenue. The determ nation of whether EarthLink neets many of the
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attributes specified in EITF No. 99-19 for gross and net revenue recognition is
judgrmental in nature and is based on an eval uation of the ternms of each
arrangenent. A change in the determi nation of gross versus net revenue

recogni tion could have an inmpact on the gross anobunts of revenues and cost of
revenues EarthLink recognizes and the gross profit margin percentages in the
period in which such deternination is nmade; however, such a change in

determ nati on of revenue recognition would not effect net incone (loss).

Mul tiple el ement arrangenents. Certai n customer arrangenents
enconpass nultiple deliverables, such as Internet access services, hardware and
installation. W account for these arrangenents in accordance with EI TF | ssue
No. 00-21, "Revenue Arrangenents with Multiple Deliverables."” If the
deliverables meet the criteria in EITF No. 00-21, the deliverables are
separated into separate units of accounting and revenue is allocated to the
del i verabl es based on their relative fair values. The criteria specified in
El TF I ssue No. 00-21 are that the delivered itemhas value to the customer on a
stand-al one basis, there is objective and reliable evidence of the fair val ue
of the undelivered item and if the arrangenent includes a general right of
return relative to the delivered item delivery or perfornmance of the
undelivered itemis considered probable and substantially in the control of the
vendor. For our purpose, fair value is generally defined as the price at which
a custoner could purchase each of the el enents independently from ot her
vendors. Applicable revenue recognition criteria is considered separately for
each separate unit of accounting. Managerment applies judgnent to ensure
appropriate application of EITF No. 00-21, including value allocation anmong
nmul tiple deliverables, determ nation of whether undelivered el enents are
essential to the functionality of delivered elenents and tim ng of revenue
recogni ti on, anong ot hers.

Al | owance for doubtful accounts

Eart hLi nk mai ntai ns al |l owances for doubtful accounts for estinmated
| osses resulting fromthe inability of EarthLink's custoners to nake paynents.
Wth respect to receivables due fromconsuners, EarthLink's policy is to
specifically reserve for all consumer receivables 60 days or nore past due and
provide a general reserve for receivables | ess than 60 days past due. EarthLink
provi des a general reserve for comercial accounts receivable and periodically
eval uates commerci al accounts receivabl e and provides specific reserves when
accounts are deemed uncoll ectible. Comercial accounts receivable are witten
of f when managenent determ nes there is no possibility of collection.

In judgi ng the adequacy of the allowance for doubtful accounts, we
consider multiple factors including the aging of our receivables, historica
bad debt experience and the general econom ¢ environnent. Managenent applies
consi derabl e judgnent in assessing the realization of receivables, including
assessing the probability of collection and the current creditworthiness of
each custoner. If the financial condition of EarthLink's custoners were to
deteriorate, resulting in an inpairnent of their ability to nmake paynents,
addi ti onal all owances may be required.

Deferred tax asset valuation all owance

Eart hLi nk accounts for incone taxes using the liability method in
accordance with SFAS No. 109, "Accounting for Incone Taxes," which requires
that deferred tax assets and liabilities be recognized using future tax rates
for the effect of tenporary differences between the book and tax bases of
recorded assets and liabilities. SFAS No. 109 also requires that deferred tax
assets be reduced by a valuation allowance if it is nmore likely than not that a
portion of the deferred tax asset will not be realized.

Based on managenent's assessnent, a valuation allowance has been
established for all of EarthLink's deferred tax assets, prinarily net operating
| oss carryforwards, due to uncertainty regarding their realization. W consider
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future taxable incone in assessing the ampunt of the valuation all owance.
However, adjustnents could be required in the future if we estimate that the
amount of deferred tax assets to be realized is nmore than the net anpbunt we
have recorded. Any decrease in the valuation all owance coul d have an inpact on
our incone tax provision (benefit) and net incone (loss) in the period in which
such determnation i s nade.

Restructuring and facility exit costs

Fromtinme to tine, EarthLink acquires businesses and identifies
personnel of the acquiree that will be term nated and facilities used by the
acquiree that it will close and exit. EarthLink also has closed its own
facilities to streanline its business. Restructuring-related liabilities,

i ncluding reserves for facility exit costs, include estinmates for, anbng other
things, severance paynents and anounts due under |ease obligations, net of
estimated subl ease inconme, if any. Key variables in determ ning such estimates
i nclude anticipating the coomencenent of subl ease agreenments as well as
estimates of sublease rental payment anounts, tenant inprovenent costs and

br okerage and other related costs. For acquired facilities to be closed that
are subject to long-term | ease agreenents, the remaining liability under the

| ease, estimated tenant inprovenent costs and brokerage and other related costs
net of expected subl ease recovery, is recognized as a liability at the date of
acquisition, and the liability is included in the fair values of identifiable
assets acquired and liabilities assumed. |If the facility to be closed is not
associ ated with an acquisition, we accrue the estimated future costs of the

| ease obligation, net of estinmated sublease incone, and record facility exit
costs in the statenments of operations.

If the real estate and | easing markets change, sublease anounts could
vary significantly fromthe anbunts estinmated, resulting in a material change
to EarthLink's recorded liability. We record any changes to the liability for
facilities associated with an acquisition in the statenments of operations if
such change is nore than one year fromthe date of acquisition. W periodically
eval uate and, if necessary, adjust our estimtes based on currently-avail abl e
i nformati on and such adjustnents have periodically resulted in

addi ti onal expense. Adjustments to EarthLink's recorded liabilities for future
| ease obligations associated with vacated facilities could adversely or
favorably affect future operating results.

Goodwi I | and other indefinite |ife intangible assets

EarthLink's indefinite life intangible assets consist primarily of
goodwi I | . As of Decenber 31, 2003, the carrying value of goodw || and ot her
indefinite life intangi ble assets was $118.2 mllion. EarthLink accounts for
i ntangi bl e assets in accordance with SFAS No. 142, "Goodw Il and Q her
I ntangi bl e Assets,” which requires that goodwill and certain intangible assets
deened to have indefinite lives, including those recorded in past business
conbi nati ons, no |onger be anortized through the statenent of operations, but
instead be tested for inpairnent at |east annually. W perform an inpairnent
test of our goodwill and other indefinite Ilife intangible assets annually
during the fourth quarter of our fiscal year or when events and circunstances
indicate the indefinite life intangible assets nmi ght be permanently inpaired.
EarthLink is one reporting unit and, consequently, we test our indefinite life
i ntangi bl e assets in the aggregate. Qur inpairment test entails comparing the
aggregate market val ue of our outstanding securities plus our liabilities to
the aggregate carrying value of our assets, including goodw ||l and other
indefinite life intangible assets. Based on our testing during the fourth
quarter of 2003, we concluded that there was no inpairnent of our goodwi |l and
other indefinite life intangible assets.

EarthLi nk' s business is subject to conpetitive pressures. Therefore, it
is possible that the values assigned to goodwill and other indefinite life
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i ntangi bl e assets could be adversely inmpacted in the future by conpetition or
ot her factors outside of our control. If nanagenent determ nes that events or

ci rcunst ances have occurred which resulted in an other than tenporary

i mpairment of indefinite life intangible assets, we nay be required to record a
significant inmpairnment adjustnent, which would reduce earnings.

Recently |ssued Accounting Pronouncenents

I n Novenber 2002, the EITF reached a consensus on EITF Issue No. 00-21
"Revenue Arrangenments with Multiple Deliverables." EITF Issue No. 00-21
addresses certain aspects of the accounting for arrangenents under which a
vendor will performnultiple revenue-generating activities. EITF |Issue No.
00-21 addresses when a revenue arrangenent with nultiple deliverables should be
divided into separate units of accounting and, if separation is appropriate,
how t he arrangenment consideration should be allocated to the identified
accounting units. EITF Issue No. 00-21 is applicable to transactions entered
into in fiscal periods beginning after June 15, 2003. EarthLink's adoption of
El TF I ssue No. 00-21 on July 1, 2003 did not have a nmaterial inpact on its
results of operations or financial position.

In May 2003, the FASB i ssued SFAS No. 150, "Accounting for Certain
Fi nancial Instruments with Characteristics of both Liabilities and Equity,"
whi ch establishes standards for classifying and measuring as liabilities
certain financial instruments that include obligations of the issuer and have
characteristics of both liabilities and equity. SFAS No. 150 requires
mandatorily redeemabl e instruments be classified as liabilities. SFAS No. 150
is effective at the beginning of the first interimperiod beginning after June
15, 2003, including all financial instruments created or nodified after May 31
2003. EarthLink's adoption of SFAS No. 150 on July 1, 2003 did not have a
material effect on EarthLink's results of operations or financial position

In January 2003, the Financial Accounting Standards Board ("FASB")
i ssued Financial Interpretation No. 46 ("FIN 46"), "Consolidation of Variable
Interest Entities.” In Decenber 2003, the FASB published revi sed gui dance on
FIN 46. FIN 46 addresses the consolidation of certain variable interest
entities ("VIEs"). As nodified, FIN 46 is effective imediately for financia
interests in special purpose entities and is effective for all other types of
VIEs for periods ending after March 15, 2004. EarthLi nk does not expect the
adoption of FIN 46 will have a material effect on its results of operations or
financial position.

In Decenber 2003, the Securities and Exchange Comm ssion ("SEC') issued
Staff Accounting Bulletin ("SAB") No. 104, "Revenue Recognition." SAB No. 104
revi ses or rescinds the guidance included in Topic B of the Codification of
Staff Accounting Bulletins in order to nake this interpretive gui dance
consistent with current authoritative accounting and auditing gui dance and SEC
rul es and regul ations. The adoption of SAB No. 104 did not have a nmateria
effect on EarthLink's results of operations or financial position

I[tem 7a. Quantitative and Qualitative D sclosures about Market Risk.
Interest Rate Sensitivity

The primary objective of our investment activities is to preserve
principal while at the same time maxim zing the incone we receive from our
i nvestments without significantly increasing risk. Sone of the securities that
we have invested in may be subject to market risk. This means that a change in
prevailing interest rates nmay cause the fair value of the investnments to
fluctuate. For exanple, if we hold a security that was issued with a fixed
interest rate at the then-prevailing rate and the prevailing interest rate
later rises, the fair value of our investment may decline. To minimze this
ri sk, we have historically held many investnents until maturity, and as a
result, we receive interest and principal anmounts pursuant to the underlying
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agreements. To further mitigate risk, we maintain our portfolio of cash
equivalents in a variety of securities. In general, noney nmarket funds are not
subj ect to market risk because the interest paid on such funds fluctuates with
the prevailing interest rate. In addition, we invest in relatively short-term
securities and, therefore, changes in short-terminterest rates inpact the
amount of interest incone included in the statements of operations. The effect
of a hypothetical one percentage point increase in interest rates would have a
nom nal effect on the fair value of our investnments because of the relatively
short maturities of our investnents. The follow ng table sumrarizes the
anortized costs and fair value of our investnents by security type as of
Decenber 31, 2002 and 2003.

As of Decenber 31, As of Decenber 31,
2002 2003

Anprtized Esti mated Anortized Esti nated
Cost Fair Cost Fair
Val ue Val ue

(i n thousands)
Asset - backed securities $ 232,521 $ 232,643 $ 165,237 $ 165, 147

U. S. corporate notes 109, 993 110, 414 92, 656 92, 623
CGover nment agency notes 1, 502 1, 490 23, 349 23, 355
Conmrer ci al paper 13, 475 13, 475 15, 787 15, 787

The followi ng table presents the ambunts of our cash equival ents and
short- and long-terminvestnents that are subject to nmarket risk by range of
expected maturity and wei ghted-average interest rates as of Decenber 31, 2002
and 2003. This table does not include noney market funds because those funds
are not subject to market risk.

As of Decenber 31, 2002 As of Decenber 31, 2003
Cost Esti mat ed Cost Esti mat ed
Fair Fair
Val ue Val ue

(dollars in thousands)

I ncl uded in cash and $ 224,650 $ 224,650 $ 158,787 $ 158,787
cash equival ents

Wei ght ed aver age 1.6% 1.2%

interest rate

Wei ght ed aver age 0.4 0.7

maturity (nos.)

I ncluded in $ 108,471 $ 108,978 $ 89,205 $ 89, 088
mar ket abl e
securities-current
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Wei ght ed aver age 3.0% 1. 7%
interest rate
Wei ght ed aver age 6.1 6.7

maturity (nos.)

I ncl uded in $ 24,370 $ 24,394 $ 49,037 $ 49, 037
mar ket abl e
securities-long-term

Wei ght ed aver age 2.5% 1.7%
interest rate
Wei ght ed aver age 14. 2 14. 1

maturity (nos.)

Item 8. Financial Statements And Suppl enentary Dat a.

The information required by this item appears in a subsequent section
of this Report. See Index to Consolidated Financial Statements on page F-1

Item 9. Changes in and Di sagreenents with Accountants on Accounting and
Fi nanci al D scl osure.

None.
Item 9a. Controls and Procedures.
Eval uati on of Disclosure Controls and Procedures

Pursuant to Rule 13a-15(b) under the Securities Exchange Act of 1934,
Eart hLi nk carried out an evaluation, with the participation of EarthLink's
managenent, including EarthLink's Chief Executive Oficer and Chief Financia
Oficer, of the effectiveness of EarthLink's disclosure controls and procedures
(as defined under Rule 13a-15(e) under the Securities Exchange Act of 1934) as
of the end of the period covered by this report. Based upon that eval uation
Eart hLi nk' s Chi ef Executive Oficer and Chief Financial Oficer concluded that
Eart hLi nk' s disclosure controls and procedures are effective in tinmely alerting
themto material information relating to EarthLink (including its consolidated
subsidiaries) required to be included in EarthLink's periodic filings with the
Securities and Exchange Commi ssi on.

Changes in Internal Control over Financial Reporting

There has been no change in EarthLink's internal control over financia
reporting during the three nonths ended Decenber 31, 2003 that has materially
affected, or is reasonably likely to materially affect, EarthLink's interna
control over financial reporting.

PART |1
Item 10. Directors and Executive O ficers of the Registrant.

Information relating to the directors and nom nees for directors of
EarthLink will be set forth under the captions "Proposal 1--Election of
Di rectors--Nonmi nees Standing for Election" and "Proposal 1--Election of
Directors--Directors Not Standing for Election" in our Proxy Statement for our
2004 Annual Meeting of Stockholders ("Proxy Statenent") or in a subsequent
amendment to this Report. Information relating to our executive officers wll
be set forth under the caption "Executive Oficers" in the above-referenced
Proxy Statement or in a subsequent anendnent to this Report. Information
regardi ng conpliance by our directors and executive officers and owners of nore
than 10% of EarthLink's common stock with the reporting requirenents of Section
16(a) of the Securities Exchange Act of 1934, as anmended, will be set forth
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under the caption "Executive Oficers--Conpliance with Section 16(a) of the
Securities Exchange Act of 1934" in the above-referenced Proxy Statement or in
a subsequent anmendnment to this Report. Information relating to EarthLink's Code
of Ethics for directors and officers will be set forth under the caption
"Proposal 1--Election of Directors--Corporate Governance Matters--Code of

Et hi cs" in the above-referenced Proxy Statement or in a subsequent amendnent to
this Report. Such information is incorporated herein by reference.

Item 11. Executive Conpensation

Information relating to conpensation of our directors and executive
officers will be set forth under the captions "Proposal 1--Election of
Directors--Director Conpensation"” and "Executive Conpensation"” in our Proxy
Statement referred to in Item 10 above or in a subsequent anendnent to this
Report. Such information is incorporated herein by reference, except for the
information set forth under the caption "Executive Compensati on--Conpensati on
Conmittee Report on Executive O ficer Conmpensation,” which specifically is not
so incorporated by reference.

Item 12. Security Omership of Certain Beneficial Omers and Managenent.

I nformation regardi ng securities authorized for issuance under our
equity conpensation plans will be set forth under the caption "Executive
Conpensati on- - Executive O ficer Conpensation--Anended Equity Conpensation Pl an
Information" in our Proxy Statement referred to in Item 10 above or in a
subsequent amendnent to this Report. Information regardi ng security ownership
of certain beneficial owners and managenent of our voting securities will be
set forth under the caption "Executive Oficers--Beneficial Oanership of Common
Stock" in our Proxy Statenent referred to in Item 10 above or in a subsequent
amendnment to this Report. Such information is incorporated herein by reference.

Item 13. Certain Relationships and Rel ated Transacti ons.

Information regarding certain relationships and transacti ons between
EarthLi nk and certain of our affiliates is set forth under the caption
"Executive Conpensation--Conpensation Committee Interlocks" and "Executive
Conpensation--Certain Rel ati onshi ps and Rel ated Transacti ons” in our Proxy
Statement referred to in Item 10 above or in a subsequent anendnent to this
Report. Such information is incorporated herein by reference.

Item 14. Principal Accounting Fees and Servi ces.

I nformation regardi ng our principal accounting fees and services is set
forth under the caption "Proposal 3--Ratification of Appointnent of |ndependent
Auditors" in our Proxy Statement referred to in Item 10 above or in a
subsequent anmendment to this Report. Such information is incorporated herein by
ref erence.

PART 1V
Item 15. Exhibits, Financial Statement Schedul es, and Reports on Form 8-K

(a)
Docurents filed as part of this Report

(1

Fi nanci al Statenents

1
Report of |ndependent Auditors

2.
Consol i dat ed Bal ance Sheets as of Decenmber 31, 2002 and
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2003

3.
Consol i dated Statements of Operations for the years
ended Decenber 31, 2001, 2002 and 2003

4.
Consol i dated Statements of Stockhol ders' Equity and
Conpr ehensive Loss for the years ended Decenber 31,
2001, 2002 and 2003

5.
Consol i dated Statements of Cash Flows for the years
ended Decenber 31, 2001, 2002 and 2003

6.

Notes to Consolidated Financial Statenents

(2)
Fi nanci al Statenent Schedul es

The Financi al Statenent Schedul e(s) described in Regulation S-X are onitted
fromthis Report because they are either not required under the rel ated
i nstructions or are inapplicable.

(3) .
Li sting of Exhibits

3.1 -- Second Anended and Restated Certificate of Incorporation of EarthLink,
Inc. (incorporated by reference to Exhibit 3.1 to the Registration
Statenment on Form S-3 of EarthLink, Inc.--File No. 333-109691).

3.2 Amended and Restated Byl aws of EarthLink, Inc. (incorporated by
reference to Exhibit 3.2 to the Registration Statenment on Form S-3 of
-- EarthLink, Inc.--File No. 333-109691).

4.1 Speci men Common Stock Certificate (incorporated by reference to Exhibit
4.3 of the Registration Statenment on Form S-8 of EarthLink, Inc.--File
-- No. 333-30024).

4.2 Ri ghts Agreement, dated as of August 6, 2002, between EarthLink, Inc.
and American Stock Transfer and Trust Co. (incorporated by reference to
Exhibit 4.1 to EarthLink, Inc.'s Form 8-K, dated August 6, 2002--File
-- No. 001-15605).

10.1 EarthLi nk, Inc. Stock Incentive Plan, as amended (i ncorporated by
reference to Exhibit 4.4 of EarthLink, Inc.'s Post Effective Arendnent
-- to Registration Statement on Form S-8--File No. 333-39456).

10. 2 Eart hLi nk, Inc. Equity Plan for Non-Enpl oyee Directors, as anended
(incorporated by reference to Exhibit 4.4 of EarthLink, Inc.'s Post
Ef fecti ve Arendnent to Registration Statenent on Form S-8--File No.

-- 333-108065).

10. 3 EarthLi nk, Inc. Deferred Conpensation Plan for Directors and Certain Key
Enpl oyees (incorporated by reference to Exhibit 4.5 of EarthLink, Inc.'s
Post Effective Arendnent to Registration Statenent on Form S-8--File No.

-- 333-108065).

10. 4 1995 Stock Option Plan and Form of Stock Option Agreenent (incorporated
by reference to Exhibit 4.4 of EarthLink, Inc.'s Registration Statenent
-- on Form S-8--File No. 333-30024).

10.5 M ndSpring Enterprises, Inc. 1995 Stock Option Plan, as anmended
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(incorporated by reference to Exhibit 4.5 of EarthLink, Inc.'s
-- Registration Statenment on Form S-8--File No. 333-30024).
44
10.6 M ndSpring Enterprises, Inc. 1995 Directors Stock Option Plan, as

amended (incorporated by reference to Exhibit 4.6 of EarthLink, Inc.'s
-- Registration Statement on Form S-8--File No. 333-30024).

10. 7 Eart hLi nk, Inc. Enpl oyee Stock Purchase Plan (incorporated by reference
to Exhibit 99.1 of EarthLink, Inc.'s Registration Statement on Form
-- S-8--File No. 333-83870).

10.8 O fice Lease Agreenent dated Novenber 16, 1999, between Ki ngston
Atlanta Partners, L.P. and M ndSpring Enterprises, Inc., as anended
(incorporated by reference to Exhibit 10.1 of EarthLink, Inc.'s Report
on Form 10-Q for the quarterly period ended March 31, 2001--File No.

-- 001-15605).

10.9 O fice Lease by and between The Miutual Life Insurance Conpany of New
York, and EarthLink Network, Inc., dated Septenber 20, 1996, as anmended
(incorporated by reference to Exhibit 10.2 of EarthLink, Inc.'s Report
on Form 10-Q for the quarterly period ended March 31, 2001--File No.

-- 001- 15605).

10. 10 Amended and Restated Enpl oynent Agreenent, dated as of January 28,
2003, between EarthLink, Inc. and Charles G Betty, President and Chief
Executive O ficer of EarthLink, Inc. (incorporated by reference to
Exhibit 10.1 of EarthLink, Inc.'s Report of Form 10-Q for the quarterly

-- period ended March 31, 2003--File No. 001-15605).

21.1* -- Subsidiaries of the Registrant.

23.1* -- Consent of Independent Auditors.

24. 1% Power of Attorney (see the Power of Attorney in the signature page
-- hereto).
31. 1% Certification of Chief Executive Oficer pursuant to Securities

Exchange Act Rul es 13a-14 and 15d- 14, as adopted pursuant to Section
-- 302 of the Sarbanes- Oxl ey Act of 2002.

31. 2% Certification of Chief Financial Oficer pursuant to Securities
Exchange Act Rul es 13a-14 and 15d- 14, as adopted pursuant to Section
-- 302 of the Sarbanes-Oxl ey Act of 2002.

32. 1% Certification of Chief Executive Oficer pursuant to 18 U S.C. Section
1350, as adopted pursuant to Section 906 of the Sarbanes-Oxl ey Act of
-- 2002.
32. 2% Certification of Chief Financial Oficer pursuant to 18 U S.C. Section

1350, as adopted pursuant to Section 906 of the Sarbanes-Oxl ey Act of
-- 2002.

Fil ed herew th.

(b)
Reports on Form 8-K
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EarthLi nk furnished a Current Report on Form 8-K dated COctober 21, 2003 in
whi ch EarthLi nk reported under Item 12 that on Cctober 21, 2003, EarthLink

i ssued a press rel ease announcing its financial results for the quarter ended
Sept enber 30, 2003 and providi ng guidance for the renmmi nder of 2003 and for
2004 (not incorporated by reference).

EarthLink filed a Current Report on Form 8-K dated COctober 29, 2003 in which
Eart hLi nk reported under Itens 5 and 7 that on Cctober 23, 2003 EarthLink

i ssued a press rel ease announcing its Board of Directors authorized the
repurchase of an additional $100 m|lion of EarthLink's common stock pursuant
to its share repurchase program

EarthLink filed a Current Report on Form 8-K dated Novenber 20, 2003 in which
Eart hLi nk reported under Item5 that its Board of Directors approved the
establ i shnent of a sales plan by Sky D. Dayton, Chairman of the Board of
Directors of EarthLink, to sell up to a nmaxi mum of 200,000 shares of

Eart hLi nk' s common stock, par value $.01 per share, between Decenber 16, 2003
and Decenber 17, 2004.

Eart hLi nk furni shed a Current Report on Form 8-K dated Decermber 9, 2003 in

whi ch EarthLi nk reported under Item 9 that on Decenber 9, 2003, EarthLink

i ssued a press rel ease providing updated subscriber guidance for the fourth
quarter of 2003. The Conpany al so reaffirned its previously issued financia

gui dance for other nmeasures of performance for the fourth quarter and full year
2003 and for 2004 (not incorporated by reference).

c)
Exhi bits

The response to this portion of Item15 is submtted as a separate section of
this Report.

(d)
Fi nanci al Statenent Schedul e

The Financial Statenent Schedul e(s) described in Regulation S-X are onmitted
fromthis Report because they are either not required under the rel ated
instructions or are inapplicable.

S| GNATURES

Pursuant to the requirenents of Section 13 or 15(d) of the Securities
Exchange Act of 1934, registrant has duly caused this report to be signed on
its behalf by the undersigned, thereunto duly authorized.

EARTHLI NK, | NC
By: /s/ CHARLES G BETTY

Charles G Betty,
Chi ef Executive Oficer
Date: March 5, 2004

Each person whose signature appears bel ow hereby constitutes and

54



EARTHLINK INC Filing Date: 12/31/03

appoints Charles G Betty and Lee Adrean, the true and |l awful attorneys-in-fact
and agents of the undersigned, with full power of substitution and
resubstitution, for and in the name, place and stead of the undersigned, in any
and all capacities, to sign any and all anendnents to this Report, and to file
the same, with all exhibits thereto, and other docunments in connection
therewith, with the Securities and Exchange Conmi ssion, and hereby grants to
such attorneys-in-fact and agents full power and authority to do and perform
each and every act and thing requisite and necessary to be done, as fully to
all intents and purposes as the undersigned mght or could do in person, hereby
ratifying and confirmng all that said attorneys-in-fact and agents, or their
substitute or substitutes, may lawfully do or cause to be done by virtue

her eof .

Pursuant to the requirenents of the Securities Exchange Act of 1934,
this report has been signed bel ow by the foll owi ng persons on behal f of
registrant and in the capacities and on the dates indicated.

Date: March 5, 2004 By: /s/ CHARLES G BETTY

Charles G Betty, Chief Executive Oficer and Director (principal
executive officer)

Date: March 5, 2004 By: /s/ LEE ADREAN

Lee Adrean, Chief Financial Oficer (principal financial officer)

Date: March 5, 2004 By: /s/ KEVIN M DOITS

Kevin M Dotts, Vice President Finance (principal accounting
of ficer)

Date: March 5, 2004 By: /s/ SKY D. DAYTON

Sky D. Dayton, Chairnman of the Board
Date: March 5, 2004 By: /s/ S. MARCE FULLER

S. Marce Fuller, Director

Date: March 5, 2004 By: /s/ WLLIAMH HARRIS, JR

WlliamH Harris, Jr., Drector

Date: March 5, 2004 By: /s/ TERRELL B. JONES

Terrell B. Jones, Director

Date: March 5, 2004 By: /s/ ROBERT M KAVNER

Robert M Kavner, Director
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Date: March 5, 2004 By: /s/ LINWOOD A LACY, JR

Li nnood A. Lacy, Jr., Director

Date: March 5, 2004 By: /s/ THOVAS E. WHEELER

Thomas E. Weel er, Director

EARTHLI NK, | NC
| NDEX TO CONSOLI DATED FI NANCI AL STATEMENTS

Page
Report of Independent Auditors F-2
Consol i dat ed Bal ance Sheets as of Decenber 31, 2002 and 2003 F-3

Consol idated Statements of Operations for the years ended Decermber 31, 2001, 2002 and F-4
2003

Consol i dated Statements of Stockhol ders' Equity and Conprehensive Loss for the years F-5
ended Decenber 31, 2001, 2002 and 2003

Consol i dated Statenments of Cash Flows for the years ended Decenber 31, 2001, 2002 and F-6
2003

Not es to Consol i dated Financial Statenents F-7

REPORT OF | NDEPENDENT AUDI TORS

The Board of Directors and
St ockhol ders of EarthLi nk, |nc.

We have audited the acconpanyi ng consol i dated bal ance sheets of
Eart hLi nk, Inc. as of Decenber 31, 2002 and 2003, and the related consolidated
statenments of operations, stockholders' equity and conprehensive | oss, and cash
flows for each of the three years in the period ended Decenber 31, 2003. These
financial statements are the responsibility of the Conpany's nmanagenent. CQur
responsibility is to express an opinion on these financial statements based on
our audits.

We conducted our audits in accordance with auditing standards generally
accepted in the United States. Those standards require that we plan and perform
the audit to obtain reasonabl e assurance about whether the financial statements
are free of material msstatement. An audit includes exam ning, on a test
basi s, evidence supporting the anounts and disclosures in the financia
statements. An audit al so includes assessing the accounting principles used and
significant estimtes nade by management, as well as evaluating the overal
financial statement presentation. W believe that our audits provide a
reasonabl e basis for our opinion
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In our opinion, the consolidated financial statements referred to above
present fairly, in all material respects, the consolidated financial position
of EarthLink, Inc. at December 31, 2002 and 2003, and the consolidated results
of their operations and their cash flows for each of the three years in the
peri od ended December 31, 2003, in conformity w th accounting principles
generally accepted in the United States.

As discussed in Note 2 to the consolidated financial statements, the
Conpany adopted Statement of Financial Accounting Standards No. 142, Goodw ||
and Gt her Intangible Assets in 2002, and Statenent of Financial Accounting
St andards No. 146, Accounting for Costs Associated with Exit or Disposa
Activities in 2003.

/sl Ernst & Young LLP

Atlanta, Georgia
January 26, 2004

EARTHLI NK, | NC
CONSOLI DATED BALANCE SHEETS

(in thousands, except per share data)

Decenber 31,
2002 2003
ASSETS
Current assets:
Cash and cash equival ents $ 382,065 $ 349,740
Investnents in marketable securities 108, 978 89, 088
Accounts receivable, net of allowance of $4, 958 and
$5, 885 at December 31, 2002 and 2003, 53, 496 35, 585
respectively
Prepai d expenses 16, 836 12,934
O her current assets 22, 846 13, 230
Total current assets 584, 221 500, 577
Long-terminvestnents in marketabl e securities 24,394 49, 037
O her long-term assets 7,325 12,101
Property and equi pnent, net 168, 877 108, 810
Subscri ber bases, net 118, 354 38, 264
CGoodwi I and other indefinite life intangible assets 120, 382 118, 231
Total assets $ 1,023,553 $ 827,020
LI ABI LI TI ES AND STOCKHOLDERS' EQUI TY

Current liabilities:
Trade accounts payabl e $ 46,610 $ 49, 882
Accrued payroll and rel ated expenses 28, 335 31, 965
O her accounts payabl e and accrued liabilities 162, 537 115, 484
Current portion of capital |ease obligations 3,369 884
Def erred revenue 77,066 69, 002

57



EARTHLINK INC

Filing Date: 12/31/03

Total current liabilities 317,917
Def erred revenue, net of current portion 4,649
Long-term portion of capital |ease obligations 619
O her long-termliabilities 8,068
Total liabilities 331, 253

Conmitments and contingencies (See Note 14)

St ockhol ders' equity:

Convertible preferred stock, $0.01 par val ue, 100, 000 180
shares authorized, 17,979 and O shares issued and

out standi ng at Decenber 31, 2002 and 2003, respectively,

aggregat e val ue upon involuntary liquidation of $326, 223

at Decenber 31, 2002

Common stock, $0.01 par val ue, 300,000 shares 1,573
aut horized, 157,263 and 176,410 shares issued as of

Decenber 31, 2002 and 2003, respectively, and 154,712

and 159, 042 shares outstandi ng at Decenber 31, 2002 and

2003, respectively

Addi tional paid-in capital 1, 939, 960
Warrants to purchase comon stock 1,223
Accumul ated deficit (1, 236, 991)
Treasury stock, at cost, 2,551 and 17, 368 shares, (14, 176)
respectively, at Decenber 31, 2002 and 2003

Unreal i zed gains (losses) on investments 531

Def erred conpensati on --

Total stockholders' equity 692, 300

Total liabilities and stockhol ders' equity $ 1, 023, 553

267, 217
6, 375

1,764

1, 949, 105
1,223
(1,303, 771)
(104, 344)

(117)
(197)

The acconpanying notes are an integral part of these consolidated financia

statenents.

EARTHLI NK, | NC
CONSOLI DATED STATEMENTS OF OPERATI ONS

Year Ended

Decenber 31,

(in thousands, except per share data)

Revenues:

Nar r owband access $ 999, 251 $1
Br oadband access 167, 935

Web hosting 59, 263
Content, comerce and adverti sing 18, 479

Tot al revenues 1, 244,928 1,

037, 829 $ 965, 025

250, 591 361, 124
53, 210 49, 902
15, 791 25, 879

357,421 1, 401, 930
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Operating costs and expenses:

Tel ecommuni cati ons service and equi pnment costs 509, 514 543, 981 519, 149
Sal es incentives 67,919 37, 669 21,176
Total cost of revenues 577,433 581, 650 540, 325
Sal es and marketi ng 327,951 373, 481 382, 965
Operations and custoner support 339, 490 324, 555 297, 045
General and administrative 127, 849 123, 379 127, 664
Acqui sition-rel ated anortization 217, 483 110, 885 84, 299
Facility exit costs -- 3,492 36, 596
I ntangi bl e asset wite-off 11, 252 -- --
Total operating costs and expenses 1, 601, 458 1,517, 442 1, 468, 894
Loss from operations (356,530 ) (160, 021 ) (66,964 )

Wite-off of equity investnents in other companies (10, 000) (650) (202)
Interest incone and ot her, net 25, 469 12, 638 4,972
Net | oss (341, 061) (148, 033) (62, 194)
Deductions for accretion dividends (29, 880) (19, 987) (4, 586)
Net |l oss attributable to common stockhol ders $ (370, 941) $ (168, 020) $ (66, 780)
Basi ¢ and diluted net |oss per share $ (2.73) $ (1.11) $ (0.42)
Wei ght ed average common shares out st andi ng 135, 738 151, 355 157, 321

The acconpanying notes are an integral part of these consolidated financia
statenents.

EARTHLI NK, | NC
CONSOLI DATED STATEMENTS OF STOCKHOLDERS' EQUI TY AND COVPREHENSI VE LGOSS

Preferred Comon St ock Treasury Unreal i zed
Gai ns
St ock Addi ti onal Accunul at ed St ock (Losses) on Def erred Tot al
Pai d-in Conpensati on Stockhol ders'
Shares Ampunt Shares Anpunt Capi t al Warrants Deficit Shar es Amount I nvest nent s Equity
(in thousands)
Bal ance at 43,386 $ 434 130,064 $ 1,301 $ 1,877,134 $ 1,412 $ (698, 030) $ 1,182, 25!
Decenber 31,
2000
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Conversion of (3,139)
Series A
convertible
preferred

stock to

common st ock
Conversion of (6,213)
Series B
convertible
preferred

stock to

common st ock
Conversion of (7,083)
Series C
convertible
preferred

stock to

common st ock
Accretion of --
convertibl e
preferred

st ock

| ssuance of - -
common st ock
pursuant to
acqui sitions

| ssuance of --
commbn stock
pursuant to
exerci se of
stock options
and warrants

Net | oss --

30

59

71

18

29, 880

1,875

8, 159

-- (29, 880)

(189) --

-- (341, 061)

1, 87

7, 98¢

(341, 061)

Tot al )
conpr ehensi ve
| oss

Bal ance at 26, 951
Decenmber 31,
2001

1,480

1,917,052

1,223 (1,068, 971)

851, 05¢

Conver si ons (8,972)
of Series A
convertible
preferred

stock to

common stock

| ssuance of --
common st ock
pursuant to
acqui sitions
Accretion of --
convertible
preferred

st ock

| ssuance of --
commbn st ock
pursuant to
exerci se of
stock options

| ssuance of - -
common stock

(31) 3,000
(62) 5,888
(71) 7,083
.- 140
.- 1,819
270 147,994
(90) 8,750
.- 110
.- 307
.- 102

1, 340

19, 987

1,069

510

-- (19, 987)

1, 34:

1, 07:
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pursuant to

enpl oyee

st ock

pur chase pl an
Repur chase of --
common st ock
Unreal i zed --
hol di ng gai ns
on certain

i nvest nent s

Net | oss --

(14, 176)

(14, 176)

53!

(148, 033)

Tot al
conpr ehensi ve
| oss

Bal ance at 17, 979
Decenber 31,
2002

1,573

1, 939, 960

1,223

(1, 236, 991)

2,551

(14, 176)

692, 30(

Conver si ons (1, 143)
of Series A
convertibl e
preferred

stock to

common st ock
Conver si ons (16, 836)
of Series B
convertibl e
preferred

stock to

common st ock
Accretion of - -
convertible
preferred

st ock

| ssuance of --
common st ock
pursuant to
exerci se of
stock options

| ssuance of --
commbn st ock
pursuant to

enpl oyee

st ock

pur chase pl an

| ssuance of --
restricted
stock units
Anortization --
of deferred
conpensati on
Repur chase of --
commbn st ock
Unrealized --
hol di ng

| osses on
certain

i nvest nent s

Net | oss --

180 157, 263
(11) 1,137
(169) 16,779
.- 1,010
.- 221

168

10

4,586

3,220

1,128

210

(4, 586)

(62, 194)

14, 817

(90, 168)

(210)

13

3, 23(

1, 13(

(90, 168)

(648)
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Tot al
conpr ehensi ve
| oss

Bal ance at
Decenber 31,
2003

- 176,410 $ 1,764 $ 1,949,105 $ 1,223 $ (1,303,771) 17,368 $ (104, 344)

$ (117)

$ (197)

$ 543, 66!

The acconpanying notes are an integra
statenents

EARTHLI NK

Cash flows fromoperating activities:

Net | oss

Adj ustnments to reconcile net |oss to net
cash provided by operating activities:
Depreci ation and anortization

Loss on disposal of fixed assets

Loss on equity investnments in other
conpani es

Wite-off of intangible assets

Def erred conpensati on

Decrease (increase) in accounts receivable,
net

Decr ease (increase)
ot her assets

I ncrease (decrease) in accounts payabl e and
accrued and other liabilities

Decrease in deferred revenue

in prepaid expenses and

Net cash provided by operating activities

Cash flows frominvesting activities:
Purchases of property and equi pnent, net
Proceeds fromthe sale of fixed assets

I nvestnents in marketable securities

Pur chases

Sales and maturities

Equity investnents in other comnpanies
Pur chases of busi nesses, net of cash
acquired

Pur chases of subscri ber bases

Net cash used in investing activities

I NC.
CONSOLI DATED STATEMENTS OF CASH FLOWS

Year

(i n thousands)

329, 210
10, 000
11, 252

9, 801
9, 953
30, 766

(12, 533)

(69, 450)

(192, 621)
22,626
(2, 000)
(5, 853)

(40, 688)

(287, 986)

Ended Decemnber

217,621
1, 049
650

(7, 318)

(518)
(30, 050)
(14, 443)

(32, 533)
1,035

(144, 641)
181, 795

(20, 374)
(21, 719)

(36, 437)

part of these consolidated financia

31,

$ (341,061) $ (148,033) $ (62,194)

164, 244
7,798
202

13

17, 618
8, 533
(27, 599)
(6, 887)
101, 728
(28, 445)
542
(159, 557)
154, 156
(11, 867)
(45, 171)
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Cash flows fromfinancing activities:

Proceeds from sal e-| easeback transacti ons 873 -- --
Princi pal paynents under capital |ease (18, 980) (11, 892) (3,074)
obl i gations

Proceeds from stock options and warrants 7,988 1,583 4, 360
exerci sed and enpl oyee stock purchase pl an

pur chases

Purchases of treasury stock -- (14, 176) (90, 168)
Net cash used in financing activities (10, 119) (24, 485) (88, 882)
Net decrease in cash and cash equival ents (250, 717) (41, 964) (32, 325)
Cash and cash equival ents, beginning of year 674, 746 424,029 382, 065
Cash and cash equival ents, end of year $ 424,029 $ 382,065 $ 349, 740

Acqui si tions of businesses:

Cash paid and transaction costs, net of cash $ 5, 853 $ 20,374 --
acquired

Net liabilities assuned 12, 583 34,004 --
I nt angi bl e assets acquired $ 18,436 $ 54,378 --

The acconpanying notes are an integral part of these consolidated financia
statenents.

EARTHLI NK, | NC
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS

1. Organization

EarthLi nk, Inc. ("EarthLink" or the "Conpany") is a |eading Internet
service provider ("ISP"), providing nationwi de Internet access and rel ated
val ue- added services to its individual and business custoners. EarthLink's
primary service offerings are narrowband, broadband or high-speed, and wirel ess
I nternet access services; web hosting services; and advertising and rel ated
mar ket i ng servi ces. The Conpany provides a broad range of products and services
to nore than five mllion paying custoners through a nati onw de network of
di al -up points of presence ("POPs"), a nationw de broadband footprint and
Wi rel ess technol ogi es.

2. Summary of Significant Accounting Policies
Basi s of Consolidation

The consolidated financial statements include the accounts of al
whol | y- owned subsi diaries of the Conpany. Al interconpany transactions and
bal ances have been elim nated.
Use of Estimates in Preparation of Financial Statenents

The preparation of financial statements in conformity with accounting

principles generally accepted in the United States requires nanagenent to nmake
estimates and assunptions that affect the reported anbunts of assets and
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liabilities, the disclosure of contingent assets and liabilities at the date of
the financial statenments, and the reported anobunts of revenues and expenses
during the reporting period. These estimates include, but are not limted to,
assessing the collectibility of accounts receivable; the use, recoverability,
and/or realizability of certain assets, including deferred tax and other
assets; reserves established for contractual conmtnents, including

non- cancel abl e | eases and tel ecomruni cati ons services; useful lives for
depreciation and anortizati on periods of tangible and intangible assets; the
fair values of assets acquired and liabilities assunmed in acquisitions of

busi nesses; and |l ong-lived asset inpairnents. Actual results could differ from
t hose esti mates.

Revenues

Eart hLi nk recogni zes revenue when persuasi ve evi dence of an arrangenent
exi sts, delivery has occurred, the sales price is fixed or determ nable and
collectibility is probable. Generally, these criteria are met nonthly as
Eart hLi nk's service is provided on a nmonth-to-nonth basis and collection for
the service is generally made within 30 days of the service being provided.
Revenues are recorded as earned.

Nar r owband access revenues consist of nmonthly fees charged to custoners
for dial-up Internet access and wirel ess access services. Narrowband access
revenues al so include revenues associated with the activation and sal e of
I nternet appliances, including personal conputers, handhel d devices and ot her
equi pment used to obtain Internet access services. Broadband access revenues
consi st of fees charged for high-speed, high-capacity access services including
di gital subscriber line ("DSL"), cable, satellite, fixed wireless and dedi cated
circuit services. Broadband access revenues al so include installation
shi ppi ng, and equi prent revenues as well as activation and early termnation
fees. Web hosting revenues consi st of fees earned by | easing server space and
provi di ng web services to conpanies and individuals wi shing to present a web or
e-comrerce presence. Content, comerce and advertising revenues consist of
revenues from EarthLi nk' s partnershi ps, which are pronotional arrangements with
advertisers, retailers, service providers and content providers.

Revenues frommultiple el enent arrangements in which EarthLink provides
equi prent, activation and Internet access services are recogni zed as each
el enent is earned based on the relative fair value of each el ement and when
there are no undelivered elenments that are essential to the functionality of
the delivered el enents. Wen the Conpany's |Internet access services are
essential to the functionality of the equipnent, activation and equi pnent
revenues and rel ated costs are recogni zed over the estinmated life of the
cust omer .

Eart hLi nk maintains relationships with certain tel ecomunications
partners (including cable conpanies) in which it provides services to custoners
using the "last mle" element of the tel ecomunication providers' networks. The
term"last nmile" generally refers to the el ement of tel econmunications networks
that is directly connected to honmes and busi nesses. In these instances,

Eart hLi nk evaluates the criteria outlined in Emerging |ssues Task Force
("EITF") Issue No. 99-19, "Reporting Revenue Gross as a Principal versus Net as
an Agent," in determning whether it is appropriate to record the gross anount
of revenue and related costs or the net anount due it fromthe

tel econmuni cati ons partner. CGenerally, when EarthLink is the primary obligor in
the transaction with the subscriber, has latitude in establishing prices, is
the party determning the service specifications or has several but not all of
these indicators, EarthLink records the revenue at the amount billed the
subscriber. If EarthLink is not the primary obligor and/or the

tel ecommuni cati ons partner has latitude in establishing prices, EarthLink
records revenue associated with the related subscribers on a net basis, nett
the cost of revenue associated with the service against the gross anmount bi
the customer and recording the net ampbunt as revenue.

i ng
| ed
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Content, comerce and advertising revenues include anmounts derived from
selling other conpani es' products and/or services to EarthLi nk subscri bers,
subscri bers using and/ or buyi ng other vendors' products and/or services, and
al | owi ng conpani es to advertise to EarthLink's subscribers, anong ot her
activities. Content, conmerce and advertising revenues are recorded based on
the per unit contractual rate and the nunber of units sold, nunber of
subscri ber inpressions, or nunber of subscriber purchases or actions.

Cost of Revenues

Cost of revenues include tel ecomruni cati ons service and equi pnent costs
and sal es incentives. Tel econmuni cations service and equi prent costs include
tel econmuni cati ons fees and network operations costs incurred to provide the
Conpany's Internet access services; fees paid to content providers for
i nformation provided on the Conpany's online properties, including the
Conpany's Personal Start PageTM the costs of equipnent sold to custoners for
use with the Conpany's narrowband and broadband | nternet access services; and
activation and deactivation fees paid to the Company's network providers for
the provisioning and di sconnecti on of services.

Sal es incentives include the cost of pronotional products and services
provided to potential subscribers as introductory offers, including free
Internet access on a trial basis; free caneras, nodens and ot her hardware; and
starter kits. EarthLink accounts for sales incentives in accordance with EITF
| ssue No. 01-09, "Accounting for Consideration Gven by a Vendor to a Custoner
(I'ncluding a Reseller of the Vendor's Products),"” which requires the costs of
sal es incentives to be classified as cost of revenues. Prior to the adoption of
El TF I ssue No. 00-14, "Accounting for Certain Sales Incentives," on January 1,
2002, EarthLink classified the costs of these sales incentives as sal es and
mar ket i ng expenses. As required by EITF Issue No. 01-09, the costs of sales
incentives in prior periods have been reclassified to cost of revenues to
conformto the current year presentation

Regul atory Ri sk

Eart hLi nk purchases broadband access from i ncunbent |ocal exchange
carriers, conpetitive |local exchange carriers and cable providers. Please refer
to "Regul atory Environment" in the Business section of this 10-K for a
di scussion of the regulatory environnent as well as a discussion regarding the
Conpany's contracts wi th broadband access providers.

Source of Supplies

The Conpany's busi ness substantially depends on the capacity,
affordability, reliability and security of third-party tel ecomunications and
data service providers. Only a small nunber of providers offer the network
services the Conpany requires, and the majority of its tel econmunications
services are currently purchased from several tel ecomunications service
providers. In addition, several telecomunications services providers have
experienced financial difficulties and have filed for bankruptcy and,
consequently, may be unable to performsatisfactorily or to continue to offer
their services. Al though nmanagenent believes that alternate tel econmunications
providers could be found in a tinmely manner, any disruption of these services
could have a material adverse effect on the Conpany's financial position
results of operations and cash fl ows.

The Conpany also relies on the reliability, capacity and effectiveness
of its outsourced contact center service providers. The Company purchases
contact center services fromseveral geographically dispersed service
providers. The contact center service providers may become subject to financia
and political risks beyond the Conpany's or the providers' control which could
jeopardi ze their ability to deliver services. Al though nmanagenent believes that
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alternate contact center service providers could be found in a timely manner
any disruption of these services could have a naterial adverse effect on the
Conpany's financial position, results of operations and cash fl ows.

Adverti sing

Advertising costs are included in sales and marketing. Adverti sing
expense includes a variety of prograns and strategies including broadcast
canpaigns in television and radio, direct nmail, co-marketing and bundling
agreements, print publications, and online pronotion and co-branding with a
wi de variety of interactive partners. Direct nail advertising consists of
production, printing, mailing and postage related to di sks and coupons
di stributed through the mail and as prompotional inserts in packages,
peri odi cal s and newspapers. Advertising costs are expensed as incurred.
Advertising expenses were $157.2 million, $145.8 nillion and $173.0 mllion
during the years ended Decermber 31, 2001, 2002 and 2003, respectively.

Sof t ware Devel opnent Costs

Eart hLi nk accounts for research and devel opment costs in accordance
wi th several accounting pronouncenents, including Statenent of Financia
Accounting Standards ("SFAS') No. 2, "Accounting for Research and Devel opnent
Costs," and SFAS No. 86, "Accounting for the Costs of Conputer Software to be
Sol d, Leased, or Otherwi se Marketed." SFAS No. 86 specifies that costs incurred
internally in creating a conputer software product should be charged to expense
when incurred as research and devel opnent until technological feasibility has
been established for the product. Once technol ogical feasibility is
established, all software costs should be capitalized until the product is
avai |l abl e for general release to custoners. Judgnent is required in determning
when the technol ogical feasibility of a product is established. The Conmpany has
determ ned that technol ogical feasibility for its products is reached very
shortly before the

products are rel eased. Costs incurred after technol ogical feasibility is
established are not material, and, accordingly, the Conpany expenses research
and devel oprment costs when incurred.

| ncone Taxes

I ncome taxes are accounted for under the liability method. Under this
net hod, deferred tax assets and liabilities are recognized for operating |oss
carryforwards, tax credit carryforwards and the estimated future tax
consequences attributable to differences between the financial statenent
carrying anounts of existing assets and liabilities and their respective tax
bases. Deferred tax assets and liabilities are neasured using enacted tax rates
in effect for the year in which the tenporary differences are expected to be
recovered or settled. A valuation allowance is recorded to reduce the carrying
amounts of deferred tax assets if there is uncertainty regarding their
realization.

Net Loss per Share

Net | oss per share has been conmputed according to SFAS No. 128,
"Earni ngs per Share," which requires disclosure of basic and diluted net |oss
per share. Basic and diluted net |oss per share for all periods is cal cul ated
by dividing net |oss by the weighted average nunber of comon shares
out standi ng during the period. Due to the Conpany's net |osses, the effect of
potentially dilutive securities or commn stock equival ents that could be
i ssued was excluded fromthe diluted net |oss per share calculation due to the
anti-dilutive effect. Such potentially dilutive securities consist of the
fol | owi ng:

66



EARTHLINK INC Filing Date: 12/31/03

As of Decenber 31,

2001 2002 2003

(i n thousands)
Convertible preferred stock 26,951 17,979 --

Options and warrants 21,022 28,356 22,742
Restricted stock units -- -- 24
Tot al 47,973 46, 335 22,766

The options and warrants anmounts included in the above table represent
all options and warrants outstandi ng. However, certain of these options and
warrants have exercise prices greater than the nmarket val ue of the Company's
conmon stock and, consequently, are anti-dilutive. Additionally, in accordance
with SFAS No. 128, the Conpany would utilize the treasury stock nmethod to
determ ne the dilution attributable to options and warrants, and the
application of such nethod generally results in a nunber of options and
warrants included in diluted wei ghted average shares outstandi ng being | ess
than the absolute quantity outstanding. Using the application of the treasury
stock nethod, potentially dilutive options and warrants during the year ended
Decenmber 31, 2003 woul d have resulted in approximately 2.4 mllion shares
included in diluted weighted average shares outstanding, if such securities
woul d have had a dilutive effect.

St ock- Based Comnpensati on

As of December 31, 2003, EarthLink had various stock-based conpensation
pl ans and the EarthLink, Inc. Enployee Stock Purchase Plan ("ESPP"), which are
nore fully described in Note 12, "Stock Conpensation Plans and Warrants."

Eart hLi nk accounts for those plans under the intrinsic value

net hod, which follows the recognition and nmeasurenent principles of Accounting
Principles Board ("APB"') Opinion No. 25, "Accounting for Stock Issued to

Enpl oyees, " and Fi nanci al Accounting Standards Board ("FASB") Interpretation
("FIN') No. 44, "Accounting for Certain Transactions |Involving Stock
Conpensation." Stock and other equity instrunments issued to non-enpl oyees are
accounted for in accordance with SFAS No. 123, "Accounting for Stock-Based
Conpensation,” and EI TF | ssue No. 96-18, "Accounting for Equity Instrunents
That Are Issued to Other Than Enpl oyees for Acquiring, or in Conjunction with
Selling, Goods or Services," and are val ued using the Bl ack-Schol es nodel

No stock-based enpl oyee conpensation cost related to stock options is
reflected in net loss, as all options granted under stock-based compensation
pl ans had an exercise price equal to the market val ue of the underlying comon
stock on the grant date. Further, the ESPP qualifies as a nonconmpensatory plan
under APB Opi nion No. 25, and, as such, no compensation cost was recogni zed for
ESPP awar ds. Conpensation cost related to restricted stock units granted to
non- enpl oyee directors in the year ended Decenmber 31, 2003 is reflected in net
| oss as the deferred conpensation is anortized over the vesting period. If the
Conpany had el ected to adopt the optional recognition provisions of SFAS No.
123, which uses the fair val ue based nethod for stock-based conpensation, and
anortized the fair value to conpensation expense on a straight-1line basis over
the vesting period, net loss attributable to combn stockhol ders and basic and
diluted net |oss per share woul d have been changed to the pro forma anmounts
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i ndi cat ed bel ow

Year Ended Decenber 31,

(in thousands, except per share
dat a)
Net |oss attributable to conmon $ (370,941) $ (168,020) $ (66, 780)
st ockhol ders, as reported
St ock- based conpensati on expense determ ned (57, 603) (58, 098) (40, 681)
using a fair val ue based nethod for al
awar ds

Pro forma net loss attributable to commpn  $ (428,544) $ (226,118) $ (107, 461)
st ockhol ders

Basic and diluted net |oss per share:
As reported $ (2.73) $ (1.11) $ (0.42)

Pro forma $ (3.16) $ (1.49) $ (0.68)

The fair value of stock options used to compute pro forma net 1oss is
the estimated fair value at the date of grant using the Bl ack-Schol es
option-pricing nodel with the follow ng assunptions:

Year Ended Decenber 31,

2001 2002 2003
Annual di vi dends Zero Zero Zero
Expected volatility 93% 76% 70%
Ri sk free interest rate 4.63% 3.69% 3. 35%
Expected life 6.6 years 6.6 years 5.6 years

For options granted during the years ended Decenber 31, 2002 and 2003,
the Conpany's assunption of expected volatility for valuing options using the
Bl ack- Schol es nodel was based on the historical volatility of the Conpany's
stock price for the period January 1, 2001 through the date of option grant
because nanagenent believes the historical volatility since January 1, 2001 is
nore representative of

prospective volatility. Volatility estinates for options granted during the
year ended Decenber 31, 2001 were based on historical volatility over periods
of five to seven years.
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Conpr ehensi ve Loss

Conprehensive | oss as presented in the Consolidated Statenents of
St ockhol ders' Equity and Conprehensive Loss includes unrealized gains and
| osses which are excluded fromthe Consolidated Statenments of Operations in
accordance with SFAS No. 130, "Reporting Conprehensive |Incone." For the years
ended Decenber 31, 2002 and 2003, these anounts included unrealized gains and
| osses on certain investnents classified as available-for-sale. The ambunts are
presented net of tax-related effects which managenent estinmates to be zero, due
to losses incurred by the Conpany and uncertainty regarding realization of
deferred tax assets.

Cash and Cash Equi val ents

Al'l highly liquid investments with original maturities of three nonths
or less at the date of acquisition are considered cash equival ents. These
investnents primarily consist of noney nmarket funds, asset-backed securities
and commerci al paper.

| nvest nent s

Investnments in marketable securities are accounted for in accordance
with SFAS No. 115, "Accounting for Certain Investrments in Debt and Equity
Securities.” Al investnents with original maturities greater than three nonths
and with maturities |l ess than one year fromthe bal ance sheet date are
consi dered short-terminvestnents. Investnents with maturities greater than one
year fromthe bal ance sheet date are considered | ong-terminvestnents. The
i nvestments are of investment grade and include corporate bonds, asset-backed
securities and government agency notes.

The Conpany has classified all short- and long-terminvestments in
mar ket abl e securities as avail able-for-sale. Available-for-sale securities are
carried at fair value, with any unrealized gains and | osses, net of tax,
i ncluded in unrealized gains (losses) on investnents as a separate component of
st ockhol ders' equity. Realized gains and | osses are included in interest incone
and other, net, in the Consolidated Statenents of Operations and are determ ned
on a specific identification basis.

Equity investments in other conpanies, including investments in venture
capital funds, are accounted for under the cost method. Managenent regularly
eval uates the recoverability of its equity investnments in other conpani es based
on the performance and the financial position of those conpanies as well as
ot her evi dence of market value. During the years ended Decenber 31, 2001, 2002
and 2003, the Conpany recogni zed | osses of $10.0 million, $0.6 mllion and $0.2
mllion, respectively, to wite down its equity investnents in other conpanies
to their estimated realizable value. These | osses are included in wite-off of
equity investnments in other conpanies in the Consolidated Statenents of
Qper ations.

Account s Recei vabl e and Deferred Revenue

The Conpany generally bills for Internet access services nmonthly in
advance for custoners on nonth-to-nonth service plans. The Conpany offers
prepay plans that allow custoners to prepay for services for periods of up to
two years. The Company's whol | y- owned subsidi ary, PeoplePC Inc. ("PeoplePC"),
of fers a package that includes a personal conputer and prepaid |Internet access
services for

a period of up to four years. The Conpany defers advanced billings and
prepaynments and recogni zes such ampunts as revenues as services are delivered.
Def erred revenue associated with periods nore than one year fromthe date of
the financial statements is classified as long-term
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Eart hLi nk mai ntai ns all owances for doubtful accounts for estinmated
| osses resulting fromthe inability of EarthLink's custoners to nake required
paynments. In assessing the adequacy of the all owance for doubtful accounts,
management considers nultiple factors including the aging of its receivables,
hi storical bad debt experience and the general econom c environment. |If the
financial condition of EarthLink's custonmers were to deteriorate, resulting in
an inpairnment of their ability to make payments, additional allowances may be
required. Wth respect to receivabl es due fromconsuners, the Conpany's policy
is to specifically reserve for all receivables 60 days or nore past due and
provi de a general reserve for receivables | ess than 60 days past due. EarthLink
provi des a general reserve for comercial accounts receivable and periodically
eval uates conmmerci al accounts receivabl e and provi des specific reserves when
accounts are deened uncol |l ectible. The Conpany has recorded an all owance for
doubt ful accounts of $5.0 million and $5.9 mllion at Decenber 31, 2002 and
2003, respectively. The Conpany recorded bad debt expense of $29.1 million
$29.1 mllion and $33.4 mllion during the years ended Decenber 31, 2001, 2002
and 2003, respectively.

Fi nanci al I nstruments

By their nature, all financial instruments involve risk, including
credit risk for non-performance by counterparties. Financial instrunents that
potentially subject the Conpany to credit risk consist principally of cash,
cash equivalents, investnments in narketable securities and trade receivabl es.
The Conpany's cash investnment policy limts investnents to shorter-term
i nvest nent grade instrunents. Credit risk with respect to trade receivables is
limted due to the | arge nunber of customers conprising the Conpany's custoner
base. The carrying val ues reported in the Consolidated Bal ance Sheets for cash,
cash equivalents, investnents in nmarketable securities and trade receivabl es
approximate their fair val ues.

Property and Equi pnent

Property and equi pnent are stated at cost |ess accumul at ed
depreci ation. Depreciation expense is determ ned using the straight-1line nethod
over the estimated useful lives of the various asset classes, which are
generally three to five years for conputers and tel econmuni cati ons equi pnent
and five years for other non-conputer furniture and equi pnent. Leasehold
i mprovenents are depreciated using the straight-line nmethod over the shorter of
their estimated useful lives or the termof the | ease. Expenditures for
mai nt enance and repairs are charged to operating expense as incurred. At the
time of retirements, sales, inpairnents, or other dispositions of property, the
original cost and rel ated accunul ated depreciation are renoved fromthe
respective accounts, and the gains and | osses are presented as depreciation
expense or as facility exit costs, as appropriate.

Equi pnrent Under Capital Lease

The Conpany | eases certain of its data comunications and ot her
equi pment under capital |ease agreenents. The assets under capital |ease and
related liabilities are recorded at the | esser of the present val ue of
aggregate future m nimum | ease paynments, including estimated bargai n purchase
options, or the fair value of the assets under |ease. Assets under capita
| ease are anortized over the | esser of their estimated useful lives of three to
five years or the termof the |ease.

I ntangi bl e Assets

I ntangi bl e assets consist primarily of acquired subscriber bases and

goodwi I | . Subscri ber bases acquired directly are valued at cost plus assuned
service liabilities, which approximtes fair value at the time of purchase.
Goodwi I | is the excess of the purchase price over the fair val ue of

identifiable net assets acquired in business conbinati ons accounted for as
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purchases. When managenent determ nes material intangible assets, such as
customer bases and goodwi ||, are acquired in conjunction with the purchase of a
conpany, EarthLink undertakes a study by an independent third party to
determ ne the allocation of the purchase price to the intangible assets
acqui r ed.

On January 1, 2002, the Company adopted SFAS No. 142, "Goodwi Il and
Q her Intangible Assets,” which requires that goodw Il and certain intangible
assets, including those recorded in past business conbinations, no | onger be
anortized through the statement of operations, but instead be tested for
i mpai rment at | east annually. Qher Intangible assets continue to be anortized

over their useful lives. In connection with the adoption, the Conpany revi ewed
the classification of its goodwill and other intangible assets. Accordingly, on
January 1, 2002, the Conpany discontinued the anortization of intangi ble assets
with indefinite |ives, which consisted primarily of goodwi|ll. Intangible assets
determ ned to have definite lives, which consist primarily of subscriber bases,
are anortized over their estinmated useful lives of three years.

The Conpany perfornms an inpairnent test of its goodwi ||l and ot her

indefinite life intangible assets annually during the fourth quarter of its
fiscal year or when events and circunstances indicate the indefinite life

i ntangi bl e assets m ght be permanently inpaired. The Conpany i s one reporting
unit and, consequently, tests its indefinite life intangi ble assets in the
aggregate. The Conpany's inpairment test entails conparing the aggregate narket
val ue of the Company's outstanding securities plus its liabilities to the
aggregate carrying value of the Conpany's assets, including goodw || and ot her
indefinite life intangible assets. |If the aggregate narket val ue of the
Conpany's outstanding securities plus its liabilities is |less than the
aggregate carrying value of the Conpany's assets, including goodw || and ot her
indefinite life intangi ble assets, the Conpany woul d conpare the estimated fair
val ue of goodwi |l and other indefinite life intangible assets to the
correspondi ng book val ue of goodw Il and other indefinite life intangible
assets and record an inpairment loss to the extent the book val ue exceeds the
estimated fair val ue.

Long- Li ved Assets

The Conpany accounts for long-lived assets in accordance with SFAS No.
144, "Accounting for the Inpairnent or D sposal of Long-Lived Assets,"” which
addresses financial accounting and reporting for the inpairnent and disposition
of long-lived assets. The Conpany eval uates the recoverability of long-lived
assets, other than indefinite lived intangi ble assets, for inpairment when
events or changes in circunstances indicate that the carrying anmount of an
asset may not be recoverable. Conditions that woul d necessitate an inpairnent
assessment include a significant decline in the observabl e narket val ue of an
asset, a significant change in the extent or manner in which an asset is used,
or a significant adverse change that would indicate that the carrying anount of
an asset or group of assets is not recoverable. For long-lived assets to be
hel d and used, EarthLink recognizes an inmpairment loss only if its carrying
amount is not recoverable through its undiscounted cash fl ows and nmeasures the
i mpairment loss, if any, based on the difference between the carryi ng anount
and fair value. Long-lived assets held for sale are reported at the | ower of
cost or fair value less costs to sell

Facility Exit Costs

The Conpany accounts for facility exit costs in accordance with SFAS
No. 144 and SFAS No. 146, "Accounting for Costs Associated with Exit or
Di sposal Activities," which requires that a liability for a cost associated
with an exit or disposal activity be recognized when the liability is incurred
and nullifies EITF Issue No. 94-3, "Liability Recognition for Certain Enpl oyee
Term nation Benefits and O her Costs to Exit an Activity (Including Certain
Costs Incurred in a Restructuring)."
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Recl assi ficati ons

Certain ambunts in the prior year financial statenents have been
reclassified to conformto the current year presentation

Recently |ssued Accounting Pronouncenents

I n Novenber 2002, the EITF reached a consensus on EITF Issue No. 00-21
"Revenue Arrangenments with Multiple Deliverables." EITF Issue No. 00-21
addresses certain aspects of the accounting for arrangenents under which a
vendor will performnultiple revenue-generating activities. EITF |Issue No.
00-21 addresses when a revenue arrangenent with nultiple deliverables should be
divided into separate units of accounting and, if separation is appropriate,
how t he arrangenment consideration should be allocated to the identified
accounting units. EITF Issue No. 00-21 is applicable to transactions entered
into in fiscal periods beginning after June 15, 2003. The Conpany's adoption of
El TF I ssue No. 00-21 on July 1, 2003 did not have a naterial effect on its
results of operations or financial position.

In January 2003, the Financial Accounting Standards Board ("FASB")
i ssued Interpretation No. 46 ("FIN 46"). In Decenmber 2003, the FASB published
revi sed guidance on FIN 46. FIN 46 addresses the consolidation of certain
variable interest entities ("VIEsS"). As nodified, FIN 46 is effective
i Mmediately for financial interests in special purpose entities and is
effective for all other types of VIEs for periods ending after March 15, 2004.
The Conpany does not expect the adoption of FIN 46 will have a material effect
on its results of operations or financial position.

In May 2003, the FASB i ssued SFAS No. 150, "Accounting for Certain
Fi nancial Instruments with Characteristics of both Liabilities and Equity,"
whi ch establishes standards for classifying and nmeasuring as liabilities
certain financial instruments that include obligations of the issuer and have
characteristics of both liabilities and equity. SFAS No. 150 requires
mandatorily redeemabl e instruments be classified as liabilities. SFAS No. 150
is effective at the beginning of the first interimperiod beginning after June
15, 2003, including all financial instruments created or nodified after May 31
2003. The Conpany's adoption of SFAS No. 150 on July 1, 2003 did not have a
material effect on its results of operations or financial position

In Decenber 2003, the Securities and Exchange Comm ssion ("SEC') issued
Staff Accounting Bulletin ("SAB") No. 104, "Revenue Recognition." SAB No. 104
revi ses or rescinds the guidance included in Topic B of the Codification of
Staff Accounting Bulletins in order to make this interpretive guidance
consistent with current authoritative accounting and auditing guidance and SEC
rul es and regul ations. The adoption of SAB No. 104 did not have a materia
ef fect on the Conpany's results of operations or financial position

3. Acquisitions and Asset Purchases
Cidco I ncorporated

In Decenber 2001, EarthLink acquired 80% of the outstandi ng combn
stock of Cidco Incorporated ("Cidco"), a devel oper, distributor and provider of
emai | appliances and related services for $5.8 nillion in cash. In February
2002, EarthLink conmpleted its acquisition of C dco by purchasing the renmining
20% of Cidco's conmmon stock for $1.1 million in cash. The Ci dco acquisition was
accounted for using the purchase nethod of accounting, and accordingly, the
results of operations of Cidco have been included in the acconpanying
consol idated financial statenents since the date of acquisition, Decenber 1,
2001.

Since the Conpany's acquisition of G dco in Decenber 2001, EarthLink
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has provided Cidco's email appliances such as the Miil Station and rel ated
Internet services. During the year ended Decenber 31, 2003, the Conpany ceased
active nmarketing of the Mail Station products and services but intends to
continue providing services to Mail Station customers that are currently
activated or may activate in the future. Consequently, the Conpany reduced the
carrying value of its Muil Station hardware, including inventory on hand and in
the retail channels, to its estimated net realizable value. The resulting
wite-down of Mail Station hardware of $4.8 nillion is included in

t el ecommuni cati ons service and equi pnment costs in the Conpany's Consolidated
Statement of QOperations for the year ended December 31, 2003.

Omi Sky Cor poration

In January 2002, the Conpany acquired the proprietary software platform
of Omi Sky Corporation ("Omi Sky") in a Bankruptcy Code Section 363 purchase of
assets. Omi Sky was a provider of wireless data applications and services for
use on nobil e devices. The aggregate cost to acquire the Omi Sky platform
consisted of $2.7 mllion in cash, transaction charges of $0.8 nillion and the
assunmption of $2.7 mllion in liabilities. In connection with the acquisition
of the Omi Sky platform the Conpany recorded $6.0 million in conmputer software
and hardware and $0.2 mllion in other assets.

During the year ended Decenber 31, 2003, the Conpany decided to
di scontinue providing services to certain custonmers supported by and to cease
addi ng subscribers to the Omi Sky platform Accordingly, the Conpany reduced
the carrying value of the acquired software and hardware by $2.4 nmillion based
on the estimated future cash flows of the custoners who continue to be
supported with the Omi Sky platform and the wite-down is included in
t el ecommuni cati ons service and equi pnment costs in the Conpany's Consoli dated
Statement of Qperations for the year ended Decenber 31, 2003.

Peopl ePC

In July 2002, EarthLink purchased the outstanding stock of Peopl ePC
Peopl ePC provi des val ue-priced Internet access using a cost-efficient
technol ogy platformand a start page custom zable for marketing partners.
Peopl ePC al so provi des a menbershi p package that includes a brand-nane
conputer, unlimted Internet access, custoner support and an in-honme warranty
("Membershi p Package"). EarthLink paid $0. 0221 per share in cash, or a total of
approximately $12.9 mllion, and paid transaction costs of $1.3 mllion. The
cash used to purchase businesses as presented in the Consolidated Statenent of
Cash Flows for the year ended Decenmber 31, 2002 includes approxinmately $7.5
mllion for the payment of acquisition-related and other liabilities assuned in
the transaction. The Conmpany has accounted for the acquisition of PeoplePC
usi ng the purchase net hod of accounting, and accordingly, the results of
operations of Peopl ePC have been included in the acconpanyi ng consol i dated
financial statements since the date of acquisition, July 31, 2002.

Eart hLi nk assuned approxinately $24.6 nillion in deferred service
liabilities to Peopl ePC subscribers who purchased prepaid Internet access
services and a personal conputer as part of a bundl ed package prior to the
acqui sition date ("Menbership Customers"). The Conpany determ ned the deferred
service liability assuned based on the present value of the direct costs,

i ncl udi ng tel ecommuni cati ons and customer support costs, expected to be

i ncurred over the Menbership Custoners' remaining prepaid ternms. The Conpany
recogni zed approximately $9.1 mllion and $14.0 nmillion during the years ended
Decenmber 31, 2002 and 2003, respectively, associated with providing services to
acqui red Menmbership Custoners. The Conpany al so assumed other liabilities of
$24.5 million

In the transaction, EarthLink acquired approximtely 518, 000 Menbership
Custonmers and approxi mately 55,000 val ue-priced, nonthly billed subscribers.
Eart hLink all ocated approximately $11.0 mllion of the purchase price to the
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acqui red Peopl ePC subscriber base and $2.0 mllion to fixed assets for
proprietary technol ogi es and software acquired in the transaction and recorded
goodwi I | and other indefinite life intangible assets of approxinmately $41.9
mllion.

Pro forma di sclosures of financial infornmation

The unaudited pro forma condensed conbi ned statenents of operations for
the years ended Decenber 31, 2001 and 2002 conbine the results of EarthLink
Cidco and Peopl ePC as if the acquisitions of Ci dco and Peopl ePC had occurred on
January 1, 2001. The unaudited pro fornma condensed conbi ned statenents of
operations are based on the historical consolidated conbined financia
statements of EarthLink, C dco and Peopl ePC. The unaudited pro forma condensed
conbi ned statenents of operations are not necessarily indicative of the results
that woul d have been achi eved had such transacti ons been consumrated as of the
date indicated, the results that would have been realized had the entities been
a single entity during these periods, or the results that may be achieved in
the future.

Year Ended Decenber 31,

(in thousands, except per
share data)
(unaudi t ed)
St at ement of operations data:

Total revenues $ 1,336,081 $ 1,411,879
Net |oss (491,180) (170, 511)
Deductions for accretion dividends (Note 11) (29, 880) (19, 987)
Net loss attributable to common stockhol ders $ (521,060) $ (190, 498)
Basic and diluted net |oss per share $ (3.84) $ (1.26)
Wei ght ed average common shares out st andi ng 135, 738 151, 355

4. Restructuring Charges and Facility Exit Costs
Peopl ePC

Eart hLi nk' s acqui sition of Peopl ePC included costs related to a fornal
Eart hLi nk plan (the "Peopl ePC Plan") to integrate Peopl ePC s operations into
Eart hLi nk' s operations and to exit PeoplePC s international operations. The
Peopl ePC Pl an called for the net reduction of 13 positions in operations and

cust omer support, sales and nmarketing, and in general and adm nistrative
departments. The original estimates for costs associated with the Peopl ePC Pl an
included $2.1 million related to the wite-off of duplicative and abandoned
assets, $0.8 mllion related to enployee term nation benefits and $1.8 mllion
related to exiting PeoplePC s international operations, including $0.6 million
for the wite-off of abandoned assets and $1.2 million related to costs
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associ ated with a non-cancel abl e | ease. The costs of the Peopl ePC Pl an are

i ncluded in the purchase price of PeoplePC and are included in the fair val ues
of tangible assets acquired and liabilities assuned in the acquisition. The
costs associated with the Peopl ePC Plan were | ess than original estimtes and,
as a result, the Conmpany decreased its liability related to severance costs and
t he non-cancel abl e | ease during the year ended Decenber 31, 2003 by $0.5
mllion resulting in a decrease in goodwill. The followi ng table summarizes the
status of the restructuring and exit costs and the related reserves for the
Peopl ePC Pl an as of and for the years ended Decenber 31, 2002 and 2003:

Pur chase Non-Cash Paynments Bal ance Paynents Adjustnents Bal ance

Rel at ed I tens Decenber Decenber
Cost s 31, 31,
2002 2003

(i n thousands)
Wite-off $ 2,136 $ (2,136) -- -- -- --
duplicative
and abandoned
software
Sever ance 769 -- (578) 191 (62) (129)
costs
I nt ernati onal
operations
exit costs

Wite-off 576 (576) - - - - - - - -
abandoned

assets

Non- cancel abl e 1,196 -- (600) 596 (233) (363)
| ease

Tot al 1,772 (576) (600) 596 (233) (363)

i nt er nati onal
exit costs

Facility exit costs

On Novenber 15, 2002, EarthLink closed its Phoenix, Arizona contact
center facility. The plan for the closure of the Phoenix facility called for
the elimnation of 259 positions, primarily custoner support personnel. In
connection with the closing, EarthLink recorded facility exit costs of $3.5
mllion in the fourth quarter of 2002. These costs included approximtely $1.7
mllion for enployee, personnel and related costs; $0.5 nmillion for real estate
and tel ecomuni cations contract term nation costs; and approximately $1.3
mllion in asset wite-downs. As of Decenber 31, 2002, EarthLink had elim nated
all 259 positions and had accrued but unpaid severance related to the
elimnated positions of $0.3 mllion. The Conpany has paid all exit costs and
witten off the inpaired assets associated with the Phoenix facility.

On January 28, 2003, EarthLink announced a plan to streamiine its
contact center facilities (the "Contact Center Plan"). In connection with the
Contact Center Plan, EarthLink closed contact center facilities in Dallas,
Texas; Sacramento, California; Pasadena, California; and Seattle, Washington
during the nmonths of February and March 2003. The cl osure of the four contact
center facilities resulted in the ternmination of 1,220 enpl oyees, primarily
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cust omer support personnel. As of March 31, 2003, the Conpany had commruni cat ed
details of the Contact Center Plan, including term nation dates, to all 1,220
af fected enpl oyees and all affected enpl oyees' positions had been elim nated.
The Contact Center Plan resulted in a net reduction of 920 enpl oyees, primarily
customer support personnel, because EarthLi nk hired custonmer support personne
at its remaining facilities to support its broadband service offerings. In
connection with the Contact Center Plan, EarthLink recorded facility exit costs
of $36.6 mllion. These

costs included approxinmately $10.7 mllion for enpl oyee, personnel and rel ated
costs, $18.2 mllion for real estate and tel ecommuni cati ons service term nation
costs and $7.7 mllion in asset wite-downs.

The foll owing table sunmarizes the status of the accrued costs
associ ated with the Phoenix contact center facility exit costs as well as the
facility exit costs associated with the Contact Center Plan as of and for the
years ended Decenber 31, 2002 and 2003:

Facility Non-Cash Paynents Bal ance Paynents Bal ance

Exit I tens December December
Cost s 31, 31
2002 2003

(i n thousands)
Phoeni x cont act
center facility
exit costs:
Sever ance and $ 1,724 -- $ (1,428) $ 296 $ (296)
personnel rel ated
costs
Real estate and 486 -- (486) -- --
t el ecomruni cati ons
contract
termnation costs
Wite-off 1, 282 (1, 282) -- -- --
abandoned and
di sposed assets

Facility Non-Cash Paynments Adj ustnents Bal ance
Exi t I'tens Decenber 31

Cost s 2003

(i n thousands)
Facility exit costs
associated with the
Contact Center Pl an:

Sever ance and $ 10, 737 -- $ (11, 220) $ 483 --
personnel rel ated

costs

Real estate and 18, 207 -- (7,832) (483) 9, 892
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t el econmuni cati ons

contract term nation

costs, including

non- cancel abl e | eases

Wite-of f abandoned 7,652 (7,652) -- -- --
and di sposed assets

5. Goodwi || and Intangi ble Assets

The following table presents the conponents of the Conpany's acquired
definite life intangi ble assets and goodwi ||l and other indefinite life
i ntangi bl e assets included in the acconpanyi ng Consol i dated Bal ance Sheets as
of Decenber 31, 2002 and 2003.

As of Decenber 31, 2002 As of Decenber 31, 2003
G oss Accumrmul at ed Net G oss Accumrmul at ed Net
Carrying Anortization Carrying Carrying Anortization Carrying
Val ue Val ue Val ue Val ue
(i n thousands)
Acqui red $ 326,298 $ (207,944) $ 118,354 $ 330,510 $ (292,246) $ 38, 264
subscri ber
bases
Goodwi I | and $ 120, 382 $ 118, 231
ot her
indefinite
life
i ntangi bl e
assets

During the year ended Decenber 31, 2003, goodw || decreased $2.2
mllion as a result of adjustnments to the prelinmnarily estinated ambunts of
liabilities assumed and identifiable assets acquired, prinmarily related to
accrued liabilities recorded in connection with acquisitions for which actua
costs were |less than original estinates.

Pursuant to SFAS No. 142, the Company perforns an inpairment test
annual ly during the fourth quarter of its fiscal year or when events and
circunstances indicate the goodwi Il and other indefinite life intangible assets
m ght be permanently inpaired. During the years ended Decenmber 31, 2002 and
2003, the

Conpany's test indicated its goodwill and other indefinite |ife intangible
assets were not inpaired. The Conpany wote-off approximately $288.6 mllion in
fully anortized definite life intangi ble assets during the year ended Decenber
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31, 2002.

Acqui sition-rel ated anortization in the Consolidated Statements of
Operations for the years ended Decenber 31, 2001, 2002 and 2003 was $217.5
mllion, $110.9 million and $84.3 nillion, respectively. For the year ended
Decenber 31 2001, anortization of goodwi Il and other indefinite life intangible
assets ampunted to $42.3 million. |If EarthLink had adopted SFAS No. 142 as of
January 1, 2001 and di scontinued anortization of goodw Il and other indefinite
life intangi bl e assets, the Conpany's net |oss and net |oss per share on a pro
forma basis woul d have been as foll ows:

Year Ended
Decenber 31, 2001

(in thousands, except per share data)
(unaudi t ed)
Net loss attributable to common stockhol ders:
As reported $ (370, 941)

As adj ust ed $ (328, 664)

Basic and diluted net |oss per share:
As reported $ (2.73)

As adj ust ed $ (2.42)

The Conpany's definite life intangible assets primarily consist of
subscri ber bases and other assets that are not deened to have indefinite lives
acquired in conjunction with the purchases of businesses and subscriber bases
fromother |1SPs, but exclude any acquired software. Cenerally, definite life
i ntangi bl e assets are anortized on a straight-line basis over three years from
the date of their respective acquisitions. Based on the current anmount of
definite life intangible assets, the Company expects to record anortization
expense of approximately $26.0 million, $11.0 mllion and $1.3 nillion during
the years endi ng Decenber 31, 2004, 2005 and 2006, respectively. Actua
anortization expense to be reported in future periods could differ fromthese
estimates as a result of asset acquisitions, changes in useful lives and ot her
rel evant factors.

6. Investments in Marketable Securities

Short- and long-terminvestnments in marketabl e securities consist of
debt securities classified as avail able-for-sale and have maturities greater
than 90 days fromthe date of acquisition. The Conpany has invested primarily
in US. corporate notes and asset-backed securities, all of which have a
m ni mum i nvestnment rating of A and government agency notes. The Conpany
determ nes realized gains and | osses on a specific identification basis. The
realized gains and | osses are included in interest incone and other, net, in
the acconpanyi ng Consol i dated Statements of Operations. The follow ng table
summari zes

proceeds received fromthe sale of available-for-sale securities and realized
gains and | osses fromthe sale of available-for-sale securities for the years
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ended Decenber 31, 2001, 2002 and 2003:

Year Ended Decenber 31,

(i n thousands)

Proceeds fromthe sale of investnments $ 62,696 $ 52,851
Real i zed gains fromthe sale of investnents 371 336
Real i zed | osses fromthe sale of investnents (324) (10)

The following table sunmarizes unrealized gains and | osses on the
Conpany's investnments in narketable securities based primarily on quoted market
prices at Decenber 31, 2002 and 2003:

As of Decenber 31, 2002 As of Decenber 31, 2003
Anortized G oss Gross Estinmated Anortized G oss Gross Esti nat ed
Cost Unrealized Unrealized Fair Cost Unrealized Unrealized Fair
Losses Gai ns Val ue Losses Gai ns Val ue

(i n thousands)
Less than 12
nmont hs
u.s. $ 87,427 $ (15) $ 414 $ 87,826 $ 67,319 $ (42) -~ $ 67,277
corporate
not es
CGover nnment 1, 502 (12) - - 1, 490 3,100 - - - - 3,100
agency notes
Asset - backed 19, 542 -- 120 19, 662 18, 786 (75) -- 18, 711
securities

12 nmont hs or

| onger

u. S $ 22,566 $ (12) $ 34 $ 22,588 $ 23,334 -- $ 11 $ 23,345
corporate

not es

Gover nnent -- -- -- -- 20, 250 -- 6 20, 256
agency notes

Asset - backed 1, 804 (2) 4 1, 806 5,453 (17) -- 5, 436
securities

$ 24,370 $ (14) $ 38 $ 24,394 $ 49,037 $ (17) $ 17 $ 49,037
Tot a
u. S $ 109, 993 $ (27) $ 448 $ 110,414 $ 90, 653 $ (42) $ 11 $ 90,622
corporate
not es
Gover nnent 1,502 (12) -- 1, 490 23, 350 -- 6 23, 356

agency notes
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Asset - backed 21, 346 (2) 124 21, 468 24, 239 (92) -- 24, 147
securities

$ 132,841 $ (41) $ 572 $ 133,372 $ 138,242  $ (134) $ 17 $ 138,125

7. Property and Equi pnent

Property and equi pnent is recorded at cost and consists of the foll ow ng
at Decenber 31, 2002 and 2003:

As of Decenber 31,

(i n thousands)
Data center and network equi pment $ 214,583 $ 232, 508

O fice and ot her equi pnent 208, 784 206, 366
Land and buil di ngs 13, 518 13, 536
Leasehol d i nmprovenents 90, 421 80, 372
Construction in progress 202 11

527,508 532,793
Less accumrul at ed depreci ation (358, 631) (423,983)

During the year ended Decenber 31, 2003, the Conpany w ote-down and
retired abandoned and di sposed property and equi pnent associated with the
Contact Center Plan with an aggregate net book value of $8.2 mllion. The
retired property and equi pnent associated with the Contact Center Plan
primarily | easehold i nprovenments and of fi ce equi pnent, had a cost basis of
$18.3 mllion and accumul ated depreciation of $10.1 million. During the year
ended Decenber 31, 2003, the Conpany reduced the carrying value of the Omi Sky
platformby $2.4 mllion, which had a cost basis of approximtely $6.0 mllion
and retired the asset.

Property under capital |eases, primarily data comunicati ons equi prment,
aggregated $22.9 million and $3.1 nmillion at Decenber 31, 2002 and 2003,
respectively. Included in accurul ated depreciation are amounts related to
property under capital lease of $18.1 million and $1.9 mllion at Decenber 31
2002 and 2003, respectively. Depreciation expense charged to operations, which
i ncl udes depreciation expense associated with property under capital |eases,
was $112.1 million, $106.7 mllion and $79.9 mllion for the years ended
Decenmber 31, 2001, 2002 and 2003, respectively.

8. O her Accounts Payable and Accrued Liabilities

O her accounts payabl e and accrued liabilities consist of the follow ng
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at Decenber 31, 2002 and 2003:

As of Decenber 31,

(in thousands)

Accrued conmuni cations costs $ 59,832 $ 29,696
Accrued adverti sing 28,871 16, 250
Accrued taxes 15, 595 16, 397
Accrued bounti es 9, 416 8, 087
Liabilities associated with non-cancel abl e operating | eases 6, 056 8,577
Accrued out sourced custoner support 5, 844 7,780
Subscri ber base and fixed asset purchases 13, 443 4,902
O her 23, 480 23,795

9. Common St ock
Shar ehol der Ri ghts Pl an

On August 6, 2002, the Board of Directors adopted a sharehol der rights
plan (the "Rights Plan"). On August 6, 2002, in connection with the Rights
Plan, the Board of Directors also declared a dividend of one right for each
out st andi ng share of EarthLink's comobn stock for stockholders of record at the
cl ose of business on August 5, 2002.

Each right entitles the holder to purchase one one-thousandth (1/1000)
of a share (a "Unit") of EarthLink's Series D Junior Preferred Stock at a price
of $60.00 per Unit upon certain events. Generally, in the event a person or
entity acquires, or initiates a tender offer to acquire, at |east 15% of
Eart hLi nk' s then outstandi ng commbn stock, the rights will becone exercisable
for common stock having a value equal to two tines the exercise price of the
right, or effectively at one-half of EarthLink's then-current stock price. The
ri ghts are redeemabl e under certain circunstances at $0.01 per right and wll
expire, unless earlier redeened, on August 6, 2012.

Common Stock | ssuances for O her Than Cash

In March 2001, EarthLink agreed to i ssue 250,000 shares of its common
stock to acquire software |icenses and devel opnent services fromcertain
i ndi vidual s over a period of nine nonths. Under the agreenent, the shares were
i ssued as certain mlestones were net. During the years ended Decenber 31, 2001
and 2002, the Company issued 140,000 shares and 110,000 shares of its comon
stock, respectively, valued at $1.9 nmillion and $1.3 nillion, respectively,
based on the fair value of EarthLink's common stock on the dates of issuance.

Shar e Repur chases

On August 6, 2002, the Board of Directors approved a share repurchase
program (the "Repurchase Prograni) and authorized an initial repurchase of up
to $25.0 mllion of the Company's comon stock. During the year ended Decenber
31, 2003, the Board of Directors increased the anpbunt authorized to repurchase
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the Conpany's common stock by $125.0 million to a total of $150.0 million. The
Conpany mmy repurchase its common stock fromtinme to tinme in conpliance with
the Securities and Exchange Conmission's ("SEC') regul ati ons and ot her |ega
requi rements, and subject to market conditions and other factors. The

Repur chase Program does not require the Conpany to acquire any specific nunber
of shares and may be terminated at any tine. During the years ended Decenber
31, 2002 and 2003, the Conpany repurchased 2.6 mllion and 5.8 mllion shares,
respectively, of its comopn stock for an aggregate purchase price of $14.2
mllion and $37.1 mllion, respectively, pursuant to the Repurchase Program
whi ch have been recorded as treasury stock in the accompanyi ng Consol i dated
Bal ance Sheets as of Decenmber 31, 2002 and 2003.

In April 2003, the Conpany repurchased 9.0 mllion shares of its comon
stock from Sprint Corporation ("Sprint") for $53.1 m|lion, which was executed
pursuant to a separate authorization by the Board of Directors.

In Cctober 2003, the Company filed a registration statenent with the
SEC with respect to a rescission offer for approximately 0.2 mllion
unregi stered shares of EarthLink cormmon stock in the EarthLink, Inc. 401(k)
Pl an. The estimated maxi mum anount the Conpany woul d be subject to pay is
approximately $2.8 million. The rescission offer conmenced subsequent to
December 31, 2003 and is expected to close during the second quarter of 2004.
Amount s paid pursuant to the rescission offer will be recorded as

treasury stock based on the fair value of compn stock acquired on the date the
resci ssion offer expires and as expense to the extent that ampbunts paid exceed
amounts recorded as treasury stock.

10. Convertible Preferred Stock

Al'l issued and outstanding shares of Series A and Series B convertible
preferred stock were held by Sprint. Each share of Series A and Series B
convertible preferred stock was convertible into such nunber of shares of
conmon stock as was determ ned by dividing the |iquidation value per share in
effect at such tine by the conversion value per share in effect at such tine.
Sprint received dividends on Series A and Series B convertible preferred stock
at an annual rate of 3% of the stated |iquidation val ue per share, conmpounded
quarterly. Through June 2003, such dividends were payable "in kind" by way of
an increase in the liquidation value per share. The increase in the |iquidation
val ue per share resulted in an increase in the conversion ratio of the
preferred stock, such that in June 2003, the liquidation value per share woul d
have been equal to the conversion value per share and each share of outstanding
preferred stock woul d have been convertible into one share of comon stock
Prior to June 30, 2003, the shares of Series A and Series B convertible
preferred stock were converted into comopn stock at | ess than a one to one
ratio.

During the year ended Decenber 31, 2002, Sprint converted approxi mately
9.0 mllion shares of Series A convertible preferred stock into 8.8 mllion
shares of the Conpany's comon stock. During the year ended Decenber 31, 2003,
Sprint converted approximately 1.1 million and 16.8 million shares of Series A
and Series B convertible preferred stock, respectively, into an approxi mately
equi val ent nunber of shares of comon stock. The conversions represented all of
the outstanding shares of Series A and Series B convertible preferred stock
Consequently, there are currently no shares of Series A or Series B convertible
preferred stock outstanding and, accordingly, no associated dividend
obl i gati ons.

11. Deductions for Accretion Dividends
Increases in the |liquidation value per share resulting fromthe paynent

"in kind" of dividends on the Series A and Series B convertible preferred stock
are included in deductions for accretion dividends and reduce the anpunt of
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earnings attributable to comopn stockhol ders. Deductions for accretion

di vi dends includes approxi mately $20.4 nmillion, $13.0 mllion and $3.0 mllion
for the years ended Decenber 31, 2001, 2002 and 2003, respectively, related to
increases in the liquidation value per share pursuant to the provisions of the
convertible preferred stock.

Deductions for accretion dividends al so i ncludes ambunts related to the
benefi cial conversion features of the Series A and Series B convertible
preferred stock recognized in accordance with EITF Issue No. 98-5, "Accounting
for Convertible Securities with Beneficial Conversion Features or Contingently
Adj ust abl e Conversion Ratios," based upon the rate at which the preferred stock
becormes convertible. In effect, the Series A and Series B convertible preferred
stock were issued at a discount to fair value, and the discounts were being
accreted through deductions for accretion dividends over the period fromthe
date of issuance to the date the conversion ratio was equal to one to one in
June 2003. Deductions for accretion dividends includes approximately $9.5
mllion, $7.0 mllion and $1.6 mllion for the years ended Decenber 31, 2001,
2002 and 2003, respectively, related to anpbunts recogni zed pursuant to EI TF
| ssue No. 98-5.

Because Sprint converted all of its Series A and Series B convertible
preferred stock during the year ended Decenber 31, 2003, the Company will not
record any divi dends associated with the Series A and Series B convertible
preferred stock in future periods. See Note 10, "Convertible Preferred Stock."

12. Stock Compensation Plans and Warrants
Option Plans

The Conpany has granted options to purchase the Conpany's comobn stock
to enpl oyees and directors under various stock incentive plans. Under the
pl ans, enpl oyees and non-enpl oyee directors are eligible to receive awards of
various forns of equity-based incentive conpensation, including stock options,
restricted stock, restricted stock units and performance awards. The plans are
adm ni stered by the Board of Directors or the Conpensation Commttee of the
Board of Directors, which determine the ternms of the awards granted. Stock
options are generally granted with an exercise price equal to the market val ue
of a share of common stock on the date of grant, have a termof ten years or
| ess, and vest over terns of four to six years fromthe date of grant.

The Conpany has reserved 32.8 nillion shares of combn stock for the
i ssuance of equity-based incentive conpensation under its various stock
incentive plans, and 10.6 nillion were available for grant as of Decenber 31
2003.

Warrants

The Conpany has historically issued to certain menbers of its Board of
Directors, custonmers, consultants, |lessors, creditors and others warrants to
purchase shares of the Conmpany's common stock. The Conpany did not issue
warrants during the years ended Decenber 31, 2001, 2002 and 2003. As of
December 31, 2003, warrants to purchase a total of 241,750 shares of common
stock were outstanding.

Options and Warrants Qutstandi ng

The following table sunmarizes information concerning stock option and
warrant activity during the years ended Decenmber 31, 2001, 2002 and 2003:

Year Ended Decenber 31,
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Qut st andi ng
at begi nni ng
of year

G ant ed
Exerci sed
Cancel ed

Qut st andi ng
at end of
year

Opt i ons
exerci sabl e
at year-end
Wi ght ed
average grant
date fair
val ue of
options
grant ed
during the
year

2001
St ock Wei ght ed
Opt i ons Aver age
and Exerci se

Warrant s Price

22,166 $ 15.07
4,151 13. 37
(1, 821) 4. 45
(3,474) 15. 63
21, 022 15. 66

8,404

$ 10.70

2002
St ock Wei ght ed
Opt i ons Aver age
and Exerci se
VWarrant s Price

(shares in thousands)

21,022 $ 15.66
10, 925 7.26
(307) 3.05
(3, 284) 15. 14
28, 356 12. 62
11, 688
$ 5.17
F-25

2003
St ock Wei ght ed
Opt i ons Aver age
and Exerci se
VWarrant s Price

28,356 $ 12.62

2,433 7.07
(1, 010) 3.34
(7,037) 14. 25

22,742 11. 93
12, 757
$ 4.34

The followi ng table sunmarizes the status of the Conpany's stock
options and warrants as of Decenber 31, 2003:

Stock Options and Warrants CQutstandi ng

St ock Options and

Warrants Exercisabl e

Wei ght ed
Aver age
Remai ni ng
Cont ract ua
Life
Range of Nunber Wi ght ed Nunber Wi ght ed
Exer ci se Qut st andi ng Aver age Exer ci sabl e Aver age
Prices Exerci se Exerci se
Price Price
(in thousands) (in
t housands)
$ 1.06 2, 365 6.81 $ 4.28 861 $ 2.86
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to $
5.10
5,31 to 3,531
5.98
6.13 to 2,419
7.99
8.00 to 3,622
9. 64
9.83 to 4,214
10. 06
10.38 to 1, 880
15. 00
15.63 to 2,077
24. 26
24.92 to 2,634
51. 44

. 84 5. 64 795 5.54
.30 6. 93 738 6. 96
.21 9.41 1,451 9.43
. 55 10. 06 3, 396 10. 05
.78 12. 65 1,279 12. 50
.27 19. 58 1,673 20. 14

g oo OO O 0 o0 o0

. 66 31.73 2,564 31.90

$ 1.06 22,742 7.27 $ 11.93 12, 757 $ 14.99
to $51. 44

Restricted Stock Units

Duri ng the year ended Decenber 31, 2003, the Conpany issued 23, 597
restricted stock units to its non-enpl oyee directors in consideration of the
non- enpl oyee directors' service as directors. The wei ghted average grant date
fair value of the restricted stock units was $8.90 per unit. The restricted
stock units vest and becone exercisable over four years fromthe date of grant.
The grant resulted in deferred conpensation of $0.2 million, which is included
i n stockhol ders' equity in the Consolidated Bal ance Sheet at Decenber 31, 2003.
The Conpany is anortizing the deferred conpensation over the vesting period of
the restricted stock units.

Enpl oyee Stock Purchase Pl an

Duri ng the year ended Decenber 31, 2002, the Conpany adopted the ESPP
Under the terns of the ESPP, eligible enployees may have up to 15% of eligible
conpensation deducted fromtheir pay to purchase EarthLi nk common stock. Under
the ESPP, withhol dings are used to purchase shares at the begi nning of each
gquarter at a per share purchase price equal to 85%of the |esser of the closing
price on the first trading day of the just conpleted quarter or the closing
price on the last trading day of the just conpleted quarter. As of January 1,
2004, the Conpany was authorized to issue up to 700,000 shares of EarthLink
conmon stock pursuant to the ESPP. During the years ended Decenber 31, 2002 and
2003, enpl oyees purchased approxi mately 102,000 shares and 221, 000 shares,
respectively, at weighted average purchase prices of $5.02 per share and $5.13
per share, respectively.

13. I ncone Taxes

The following table sunmarizes the significant differences between the
U S. federal statutory tax rate and the Conpany's effective tax rate for
financial statement purposes for the years ended Decenber 31, 2001, 2002 and
2003:

Year Ended Decenber 31,
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(i n thousands)

Federal income tax benefit at statutory rate $ (119,372) $ (51,812) $ (21,768)
State incone taxes, net of federal benefit (12, 633) (6,699) (2,830)
Nondeducti bl e goodwi | |, acquisition costs and ot her 13, 389 -- (266)
per manent itens

Net change to valuation all owance 121, 633 58, 225 25, 446
G her (3,017) 286 (582)

The Conpany acquired $49.4 million and $35.8 nillion of deferred tax
assets, primarily related to net operating |loss carryforwards, in conjunction
with the acquisitions of Cdco in Decenmber 2001 and Peopl ePC in July 2002,
respectively. These additional deferred tax assets and liabilities I npact the
net change to the val uation all owance.

Deferred tax assets and liabilities include the follow ng as of
Decenmber 31, 2002 and 2003:

As of Decenber 31,

(i n thousands)
Deferred tax assets:

Net operating |oss carryforwards $ 283, 253 $ 263, 607
Accrued liabilities and reserves 21,729 24,728
Subscri ber base and other intangible assets 95, 373 117, 625
Depreci ati on and ot her 30, 312 21, 335
Total deferred tax assets 430, 667 427, 295
Val uati on al | owance (430, 667) (427,295)

Net deferred taxes -- - -

At Decenber 31, 2002 and 2003, the Conpany had net operating |oss
carryforwards for federal incone tax purposes totaling approximtely $671.9
mllion and $639.5 million, respectively, which begin to expire in 2010. At
December 31, 2002 and 2003, the Conpany had net operating |oss carryforwards
for state income tax purposes totaling approximately $523.5 million and $404.7
mllion, respectively, which started to expire in 2002. The Conpany al so had
$35.5 mllion and $35.6 mllion of foreign net operating |oss carryforwards at
Decenmber 31, 2002 and 2003, respectively. Under the Tax Reform Act of 1986, the
Conpany's ability to use its federal, state and foreign net operating |oss
carryforwards and federal and state tax credit carryforwards to reduce future
taxabl e inconme and future taxes, respectively, is subject to restrictions
attributable to equity transactions that have resulted in a change of ownership
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as defined in Internal Revenue Code Section 382. During the year ended Decenber
31, 2003, the Conpany reduced the net operating loss carryforward deferred tax
asset and the associ ated val uation allowance by $28.8 mllion

based on an anal ysis of Section 382 |imtations associated with acquired
federal and state net operating |oss carryforwards. As a result, the net
operating | oss carryforward anmount at Decenber 31, 2003 reflects the
restriction on the Conpany's ability to use its federal and state net operating
| oss carryforwards. The utilization of these carryforwards could be further
restricted in future periods which could result in significant amunts of these
carryforwards expiring prior to benefiting the Conpany. At Decenber 31, 2002
and 2003, the net operating |oss carryforwards include $75.2 mllion and $76.8

mllion, respectively, related to the exercise of enpl oyee stock options and
warrants. Any benefit resulting fromthe utilization of this portion of the net
operating loss carryforward will be credited directly to equity. The Conpany

has provided a valuation allowance for its deferred tax assets, including net
operating | oss carryforwards, because of uncertainty regarding their
real i zation.

14. Conmitnents and Contingencies
Leases

The Conpany | eases certain of its facilities and equi pnent under
non- cancel abl e operating | eases expiring in various years through 2011. Tota
rent expense in the years ended Decenber 31, 2001, 2002 and 2003 for al
operating | eases ambunted to $31.0 mllion, $29.7 million and $26.2 mllion
respectively. The Conpany al so | eases equi prment, primarily data comunications
equi pment, under non-cancel abl e capital |eases. Mst of the Conpany's capita
| eases include escal ation clauses and purchase options at the end of the | ease
term

M ni mum | ease comm t ments under non-cancel abl e | eases at Decenber 31,
2003 are as fol |l ows:

Year Endi ng Decenber 31, Capital Qperating
Leases Leases

(in thousands)
2004 $ 893 $ 28,873

2005 30 22,584
2006 -- 19, 431
2007 -- 14,910
2008 -- 6, 547
Thereafter - - 7,054
Total m nimum | ease paynents 923 99, 399
Less aggregate subl ease incone (12, 487)
Less anount representing interest (9)
Present value of future | ease paynents 914
Less current portion (884)

87



EARTHLINK INC Filing Date: 12/31/03

Si gni ficant Agreenents

Access to the Internet for custoners outside of the Conpany's base of
owned POPs is provided through capacity |eased froma nunber of third-party
provi ders such as Level 3 and Sprint. EarthLink is, in effect, buying this
capacity in bulk at a discount, and providing access to EarthLink's custoner
base at

EarthLi nk's normal rates. Anpunts payabl e at Decenber 31, 2002 and 2003 under
such agreenents are included in accrued comuni cations costs in Note 8.

M ni mum conmmi t nents under non-cancel abl e network service agreenents are
as follows at Decenber 31, 2003:

Year Endi ng Decenber 31,

2004 $ 117,496
2005 16, 509

2006 2, 656
2007 815
2008 251
Tot al $ 137,727

Tel ecommuni cati ons service costs fromthese non-cancel abl e network
service agreenents totaled $449.5 million, $263.3 nillion and $212.0 mllion
for the years ended Decenber 31, 2001, 2002 and 2003, respectively.

15. Profit Sharing Pl ans

In January 2001, the Company consolidated the | egacy 401(k) savings
pl ans of EarthLink Network, Inc. and M ndSpring Enterprises, Inc. into the
Eart hLi nk, Inc. 401(k) Plan ("Plan"). The Plan qualifies as a deferred sal ary
arrangenent under Section 401(k) of the Internal Revenue Code. Under the Pl an
partici pating enpl oyees may defer a portion of their pretax earnings up to the
I nternal Revenue Service annual contribution [imt. Under the Plan, the Conpany
nmakes a di scretionary matching contribution of 50% of the first 2% of base
conpensation and 33% of the next 4% of base conpensation that a partici pant
contributes to the Plan. Subsequent to Decenber 31, 2003, the Conpany increased
its matching contribution to 50% of the first 6% of base conpensation
contributed to the Plan. The Conpany's matchi ng contributions vest over four
years fromthe participant's date of hire. Total contributions for the years
ended Decenber 31, 2001, 2002 and 2003 were $1.3 nmillion, $2.3 nmillion and $2.3
mllion, respectively.

16. Suppl enental Disclosure of Cash Fl ow I nformation

Year Ended Decenber
31,
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2001 2002 2003

(i n thousands)
| ssuance of common stock in conjuction with acquisitions $ 1,876 $ 1,341 --

Assets acquired pursuant to capital |eases -- 2,101 --

Cash paid during the year for interest 2,211 1, 045 877

Non- cash adjustnents related to accretion dividends 29,880 19,987 4,586
F-29

17. Related Party Transactions
Sprint

Through its ownership interest in EarthLink, Sprint is considered a
rel ated party. The Conpany has a marketing relationship with Sprint. During the
years ended Decenber 31, 2002 and 2003, the Conpany's relationship with Sprint
generated approxi mately 10% of EarthLink's total gross organic subscriber
additions. Sprint may pursue relationships with other |ISPs, and a significant
decrease in the nunber of gross subscriber additions generated through the
Conpany's relationship with Sprint wuld adversely affect the Conpany's results
of operations. During the year ended Decenber 31, 2001, the Conpany's excl usive
mar ket i ng and co-brandi ng arrangenents with Sprint were term nated which
resulted in a non-cash charge of approximately $11.3 mllion to wite-off
unanorti zed assets related to the arrangenents.

In connection with the Conmpany's whol esal e and custoner referra
arrangenents with Sprint, the Conpany received approxinmately $22.0 nillion
$26.4 mllion and $27.3 million during the years ended Decernber 31, 2001, 2002
and 2003, respectively. As of December 31, 2002 and 2003, the Conpany had
accounts receivable related to these arrangenents with Sprint of $6.3 nmillion
and $5.2 mllion, respectively.

Eart hLi nk paid Sprint approximately $75.2 mllion, $75.4 nillion and
$74.0 mllion during the years ended Decermber 31, 2001, 2002 and 2003,
respectively, associated with network service agreenments. The aggregate anount
due to Sprint pursuant to these network service agreenments was $11.0 million
and $15.8 mllion at Decenmber 31, 2002 and 2003, respectively.

Appl e

In connection with its multi-year partnership with Apple Computer, Inc.
("Apple"), EarthLink paid Apple approximately $32.5 nmillion and $29.1 mllion
during the years ended Decenber 31, 2001 and 2002, respectively. The anount due
Appl e under the multi-year partnership was $2.4 mllion at Decenber 31, 2002.
As of and for the year ended Decenber 31, 2003, managenent did not consider
Apple to be a related party based on its ownership interest.

| TC Hol di ng Conpany, Inc.

M. Campbell B. Lanier and M. WIlliamH Scott, who prior to February
16, 2001 served on the Conpany's Board of Directors, were nenbers of the Board
of Directors of |ITC Hol di ng Conpany, Inc. ("ITC Hol ding"), which was a
substantial investor in EarthLink. |ITC Holding sold its 10.7 mllion shares of
Eart hLi nk comopn stock during February 2001. The Conpany entered into certain
busi ness rel ati onships with several subsidiaries and affiliates of |ITC Hol di ng.
The Conpany purchased | ong-di stance tel ephone services and wi de area network
transport service fromITC DeltaCom Inc. ("ITC DeltaCont'), a related party
through rel ationships with I TC Hol di ng. Long-di stance charges from | TC Del t aCom
total ed approximately $9.4 mllion during the year ended Decenber 31, 2001.

Oficers and Directors
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At Decenber 31, 2002, the Conpany had notes receivable fromone officer
and one forner officer aggregating $1.1 mllion. At Decenmber 31, 2003, the
Conpany had a note receivable fromone officer of $0.7 mllion. The notes
recei vabl e at Decenber 31, 2002 and 2003 are included in other current or
| ong-term assets, depending on their respective maturities, in the acconpanying
Consol i dat ed Bal ance Sheets.

The Conpany had commercial arrangenents with Overture Services, Inc.
(formerly known as GoTo.com) ("Overture"), which was acquired by Yahoo! Inc. in
Cct ober 2003. A nenber of the Conmpany's Board of Directors was the Chairnman of
the Board of Directors of Overture. Overture was (but no longer is) EarthLink's
default search engi ne provider, and during the years ended Decenber 31, 2001
and 2002, Overture paid the Conpany approximtely $6.8 million and $0.3
mllion, respectively, in connection with the conmercial arrangenents.

As of Decenber 31, 2001, the Conpany had namde equity capita
investnents totaling $10.0 million in eConpani es Venture G oup, L.P. ("EVG'),
an affiliate of eConpanies, LLC ("eConpanies"). The carrying value of the
i nvestment in EVG as of Decenber 31, 2002 and 2003 was $0.9 million and $0.6
mllion, respectively. Sky Dayton, EarthLink's Chairman of the Board of
Directors, is a founding partner in EVG a limted partnership formed to invest
in donestic energing Internet-rel ated conpani es, and a founder and director of
eConpani es. The Conpany recorded adjustnents of $10.0 million, $0.6 mllion and
$0.2 mllion during the years ended Decenmber 31, 2001, 2002 and 2003,
respectively, to wite equity investnents in other conpanies, including EVG
down to their estimated realizable values. During the year ended Decenber 31,
2001, the Conpany paid consulting fees and expenses to eComnpani es of
approximately $0.5 million. The Conpany nmade no paynents to eConpani es during
the years ended Decenber 31, 2002 and 2003 and has paid all anpbunts due under
the contract with eConpani es.

During the year ended Decenber 31, 2001, the Conpany had commercia
arrangenents with affiliates of 4Sure.com Inc. ("4Sure"). A nmenber of
Eart hLi nk' s Board of Directors was the Chairnman of the Board of Directors of
4Sure through July 2001. The anount received from4Sure during the year ended
Decenmber 31, 2001 was not nateri al

During the year ended Decenber 31, 2002, the Conpany entered into a
conmer ci al arrangenent with Boingo Wreless, Inc. ("Boingo"). Sky Dayton,
Eart hLi nk' s Chairman of the Board of Directors, is the founder and Chief
Executive O ficer of Boingo. The anmpbunts paid to and received from Boi ngo
during the years ended Decenmber 31, 2002 and 2003 were not nateri al

18. Subsequent Event (Unaudited)

On January 6, 2004, EarthLink announced a conprehensive plan to
restructure its contact center operations and further utilize outsourced
contact center service providers. Under the plan, EarthLink will close contact
center operations in Harrisburg, Pennsylvania; Roseville, California; San Jose,
California;, and Pasadena, California and reduce its contact center operations
in Atlanta, Ceorgia by the end of the first quarter of 2004. Approxi mately
1, 300 enployees will be directly inpacted. The Conpany expects to record
facility exit costs of approximately $36.0 million in the first quarter of 2004
associated with this plan. These costs include approximately $13.0 mllion for
enpl oyee, personnel and related costs, $14.0 million for |ease termnation
costs and $9.0 million for non-cash asset wite-offs.

19. Quarterly Financial Data (Unaudited)
The following table sets forth certain unaudited quarterly consoli dated

financial data for the eight quarters in the period ended Decenmber 31, 2003. In
the opinion of the Conpany's nanagenent, this unaudited information has been
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prepared on the sane basis as the audited consolidated financial statenents
contai ned herein and includes all adjustments (consisting of normal recurring
adj ustments) necessary to present fairly the information set forth therein when
read in conjunction with the consolidated

financial statements and notes thereto. The operating results for any quarter
are not necessarily indicative of results for any future peri od.

Three Mont hs Ended

Mar. 31, June 30, Sept. 30, Dec. 31, Mar. 31, June 30, Sept. 30, Dec. 31,
2002 2002 2002 2002 2003 2003 2003 2003

(unaudi t ed)
(in thousands, except per share data)

Revenues $ 333,410 $ 335,459 $ 340,698 $ 347,854 $ 353,749 $ 352,253 $ 347,352 $ 348,576
Qperati ng 391, 707 374,011 369, 093 382, 631 417,738 368, 193 345, 061 337,902
costs and

expenses

I ncone (58,297) (38,552) (28,395) (34,777) (63,989) (15, 940) 2,291 10, 674

(loss) from

oper ati ons

I nterest 3,720 3,702 2,696 1, 870 2, 056 1, 461 1, 209 44
i ncomre and

ot her, net

Net income (54,577)  (34,850) (25,699) (32,907) (61,933) (14,479) 3,500 10, 718
(1 oss)

Deduct i ons (6, 113) (5, 509) (4, 369) (3, 996) (3, 744) (842) -- --
for

accretion

di vi dends

(1)

Net income $ (60,690) $ (40,359) $ (30,068) $ (36,903) $ (65,677) $ (15,321) $ 3,500 $ 10,718
(1 oss)

attributable

to common

st ockhol ders

Basi ¢ net $(0.41) $(0.27) $(0.20) $ (0.24) $(0.43) $ (0.10) $ 0.02 $ 0.07
i ncone

(1l oss) per

share (2)

Diluted net $(0.41) $(0.27) $(0.20)0 $(0.24) $ (0.43) $ (0.10) $ 0.02 $ 0.07
i ncone

(1l oss) per

share (2)

Basi c 148, 407 150, 226 152, 231 154, 473 153, 407 156, 388 159, 998 159, 399
wei ght ed

aver age

common

shares

out st andi ng
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Diluted 148, 407 150, 226 152, 231 154, 473 153, 407 156, 388 162, 747 162, 774
wei ght ed

aver age

common

shares

out st andi ng

Refl ects the accretion of the liquidation value per share on the Series
A and Series B convertible preferred stock at a 3% annual rate,
conpounded quarterly, and dividends related to the beneficial
conversion features of the Series A and Series B convertible preferred
stock in accordance with EI TF | ssue No. 98-5.

(2)
Because of the nethod used in calculating per share data, the quarterly
net income (loss) per share ambunts will not necessarily add to the net

| oss per share conmputed for the year.

EXHI BI T | NDEX

Exhi bi t Descri ption

3.1 -- Second Amended and Restated Certificate of Incorporation of
Eart hLi nk, Inc. (incorporated by reference to Exhibit 3.1 to the
Regi stration Statenent on Form S-3 of EarthLink, Inc.--File No.
333-109691) .

3.2 Amended and Restated Byl aws of EarthLink, Inc. (incorporated by
reference to Exhibit 3.2 to the Registration Statenment on Form S-3 of
-- EarthLink, Inc.--File No. 333-109691).

4.1 Speci men Common Stock Certificate (incorporated by reference to
Exhibit 4.3 of the Registration Statement on Form S-8 of Eart hLi nk,
-- Inc.--File No. 333-30024).

4.2 Ri ghts Agreement, dated as of August 6, 2002, between EarthLink, Inc.
and American Stock Transfer and Trust Co. (incorporated by reference
to Exhibit 4.1 to EarthLink, Inc.'s Form 8-K, dated August 6,
-- 2002--File No. 001-15605).

10.1 EarthLi nk, Inc. Stock Incentive Plan, as amended (i ncorporated by
reference to Exhibit 4.4 of EarthLink, Inc.'s Post Effective
-- Anendnent to Registration Statement on Form S-8--File No. 333-39456).

10. 2 Eart hLi nk, Inc. Equity Plan for Non-Enpl oyee Directors, as anended
(incorporated by reference to Exhibit 4.4 of EarthLink, Inc.'s Post
Ef fective Arendnent to Registration Statenent on Form S-8--File No.

-- 333-108065).

10. 3 Eart hLi nk, Inc. Deferred Conpensation Plan for Directors and Certain
Key Enpl oyees (incorporated by reference to Exhibit 4.5 of EarthLink,
Inc.'s Post Effective Arendnent to Registration Statenent on Form
-- S 8--File No. 333-108065).

10. 4 1995 Stock Option Plan and Form of Stock Option Agreenent
(incorporated by reference to Exhibit 4.4 of EarthLink, Inc.'s
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-- Registration Statement on Form S-8--File No. 333-30024).

10.5 M ndSpring Enterprises, Inc. 1995 Stock Option Plan, as anended
(incorporated by reference to Exhibit 4.5 of EarthLink, Inc.'s
-- Registration Statenment on Form S-8--File No. 333-30024).

10.6 M ndSpring Enterprises, Inc. 1995 Directors Stock Option Plan, as
amended (incorporated by reference to Exhibit 4.6 of EarthLink
-- Inc.'s Registration Statenent on Form S-8--File No. 333-30024).

10. 7 Eart hLi nk, Inc. Enpl oyee Stock Purchase Plan (incorporated by
reference to Exhibit 99.1 of EarthLink, Inc.'s Registration Statenent
-- on Form S-8--File No. 333-83870).

10.8 O fice Lease Agreenent dated Novenber 16, 1999, between Ki ngston
Atlanta Partners, L.P. and M ndSpring Enterprises, Inc., as anended
(incorporated by reference to Exhibit 10.1 of EarthLink, Inc.'s
Report on Form 10-Q for the quarterly period ended March 31,

-- 2001--File No. 001-15605).

10.9 Ofice Lease by and between The Miutual Life Insurance Conpany of New
York, and EarthLink Network, Inc., dated Septenber 20, 1996, as
anmended (incorporated by reference to Exhibit 10.2 of EarthLink
Inc.'s Report on Form 10-Q for the quarterly period ended March 31,

-- 2001--File No. 001-15605).

10. 10 Amended and Restated Enpl oynent Agreenent, dated as of January 28,
2003, between EarthLink, Inc. and Charles G Betty, President and
Chi ef Executive O ficer of EarthLink, Inc. (incorporated by reference

to Exhibit 10.1 of EarthLink, Inc.'s Report of Form 10-Q for the
-- quarterly period ended March 31, 2003--File No. 001-15605).

21.1* -- Subsidiaries of the Registrant.
23.1* -- Consent of Independent Auditors.

24. 1% Power of Attorney (see the Power of Attorney in the signature page
-- hereto).
31. 1% Certification of Chief Executive Oficer pursuant to Securities

Exchange Act Rul es 13a-14 and 15d- 14, as adopted pursuant to Section
-- 302 of the Sarbanes-Oxl ey Act of 2002.

31. 2% Certification of Chief Financial Oficer pursuant to Securities
Exchange Act Rul es 13a-14 and 15d- 14, as adopted pursuant to Section
-- 302 of the Sarbanes-Oxl ey Act of 2002.

32. 1% Certification of Chief Executive Oficer pursuant to 18 U S.C. Section
1350, as adopted pursuant to Section 906 of the Sarbanes-Oxl ey Act of
-- 2002.
32. 2% Certification of Chief Financial Oficer pursuant to 18 U S.C. Section

1350, as adopted pursuant to Section 906 of the Sarbanes-Oxl ey Act of
-- 2002.

Fil ed herew th.
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Exhibit 23.1
CONSENT OF | NDEPENDENT AUDI TORS

We consent to the incorporation by reference in the Registration Statements on
Form S-8 (Nos. 333-30024, 333-34810, 333-39456, 333-83870, 333-96553,
333-108065) and Form S-3 (Nos. 333-59456, 333-48100, 333-109691) of EarthLink,
Inc. and in the related Prospectuses of our report dated January 26, 2004, with
respect to the consolidated financial statements of EarthLink, Inc. included in
this Annual Report (Form 10-K) for the year ended Decenber 31, 2003.

/sl Ernst & Young LLP

Atl anta, Georgia
March 4, 2004

Qui ckLi nks
CONSENT OF | NDEPENDENT AUDI TORS
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Exhibit 31.1

CERTI FI CATI ON OF CEO PURSUANT TO
SECURI TI ES EXCHANGE ACT RULES 13a-14 AND 15d- 14
AS ADOPTED PURSUANT TO
SECTI ON 302 OF THE SARBANES- OXLEY ACT OF 2002

I, Charles G Betty, the Chief Executive Oficer of EarthLink, Inc., certify
t hat :

1
| have reviewed this annual report on Form 10-K for the year ended
Decenmber 31, 2003 of EarthLink, Inc.

Based on nmy know edge, this report does not contain any untrue
statement of a material fact or omt to state a material fact necessary
to nake the statenents made, in light of the circunstances under which
such statenments were made, not misleading with respect to the period
covered by this report;

Based on ny know edge, the financial statenents, and other financia
information included in this report, fairly present in all materia
respects the financial condition, results of operations and cash flows
of the registrant as of, and for, the periods presented in this report;

The registrant's other certifying officer and | are responsible for
est abl i shing and mai ntaining disclosure controls and procedures (as
defined i n Exchange Act Rul es 13a-15(e) and 15d-15(e)) for the

regi strant and have:

(a)
desi gned such discl osure controls and procedures, or caused
such di sclosure controls and procedures to be desi gned under
our supervision, to ensure that material information relating
to the registrant, including its consolidated subsidiaries, is
made known to us by others within those entities, particularly
during the period in which this report is being prepared;

(b) ,
{Ormitted inre
Section II1.E.

(c)
eval uated the effectiveness of the registrant's disclosure
controls and procedures and presented in this report our
concl usi ons about the effectiveness of the disclosure controls
and procedures, as of the end of the period covered by this
report based on such eval uation; and

(d)
di sclosed in this report any change in the registrant's
internal control over financial reporting that occurred during
the registrant's nost recent fiscal quarter (the registrant's
fourth quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially
affect, the registrant's internal control over financia
reporting; and

| i ance on SEC Rel ease No. 33-8238: 34-47986
}s

5.
The registrant's other certifying officer and | have discl osed, based
on our nost recent evaluation, to the registrant's auditors and the
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audit commttee of the registrant's board of directors (or persons
perform ng the equival ent functions):

all significant deficiencies and material weaknesses in the
design or operation of internal controls which are reasonably
likely to adversely affect the registrant's ability to record,
process, summarize and report financial information; and

(b)
any fraud, whether or not material, that involves managenent or
ot her enpl oyees who have a significant role in the registrant's
internal control over financial reporting.

Date: March 5, 2004 By: /s/ CHARLES G BETTY

Charles G Betty
Chi ef Executive Oficer

Qui ckLi nks

CERTI FI CATI ON OF CEO PURSUANT TO SECURI TI ES EXCHANGE ACT RULES 13a- 14 AND
15d- 14 AS ADOPTED PURSUANT TO SECTI ON 302 OF THE SARBANES- OXLEY ACT OF 2002
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Exhi bit 31.2

CERTI FI CATI ON OF CFO PURSUANT TO
SECURI TI ES EXCHANGE ACT RULES 13a-14 AND 15d- 14
AS ADOPTED PURSUANT TO
SECTI ON 302 OF THE SARBANES- OXLEY ACT OF 2002

I, Lee Adrean, the Chief Financial Oficer of EarthLink, Inc., certify that:

1
| have reviewed this annual report on Form 10-K for the year ended
Decenmber 31, 2003 of EarthLink, Inc.

Based on nmy know edge, this report does not contain any untrue
statement of a material fact or omt to state a material fact necessary
to nake the statements made, in light of the circunstances under which
such statenents were made, not msleading with respect to the period
covered by this report;

Based on nmy know edge, the financial statenents, and other financia
information included in this report, fairly present in all materia
respects the financial condition, results of operations and cash flows
of the registrant as of, and for, the periods presented in this report;

The registrant's other certifying officer and | are responsible for
est abl i shing and mai ntai ning di scl osure controls and procedures (as
defined in Exchange Act Rul es 13a-15(e) and 15d-15(e)) for the

regi strant and have:

(a)
desi gned such discl osure controls and procedures, or caused
such di sclosure controls and procedures to be desi gned under
our supervision, to ensure that material information relating
to the registrant, including its consolidated subsidiaries, is
made known to us by others within those entities, particularly
during the period in which this report is being prepared;

(b) ,
{Ormitted inre
Section II1.E

(c)
eval uated the effectiveness of the registrant's disclosure
controls and procedures and presented in this report our
concl usi ons about the effectiveness of the disclosure controls
and procedures, as of the end of the period covered by this
report based on such eval uation; and

(d)
di sclosed in this report any change in the registrant's
internal control over financial reporting that occurred during
the registrant's nost recent fiscal quarter (the registrant's
fourth quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially
affect, the registrant's internal control over financia
reporting; and

| i ance on SEC Rel ease No. 33-8238: 34-47986
b

5.
The registrant's other certifying officer and | have di scl osed, based
on our nobst recent evaluation, to the registrant's auditors and the
audit committee of the registrant's board of directors (or persons
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perform ng the equival ent functions):

(a)
all significant deficiencies and naterial weaknesses in the
design or operation of internal controls which are reasonably
likely to adversely affect the registrant's ability to record,
process, summarize and report financial information; and

(b)
any fraud, whether or not material, that involves managenent or
ot her enpl oyees who have a significant role in the registrant's
internal control over financial reporting.

Date: March 5, 2004 By: /s/ LEE ADREAN

Lee Adrean
Chi ef Financial Oficer

Qui ckLi nks

CERTI FI CATI ON OF CFO PURSUANT TO SECURI TI ES EXCHANGE ACT RULES 13a-14 AND
15d- 14 AS ADOPTED PURSUANT TO SECTI ON 302 OF THE SARBANES- OXLEY ACT OF 2002
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Exhibit 32.1

CERTI FI CATI ON OF CH EF EXECUTI VE OFFI CER PURSUANT TO
18 U. S. C. SECTI ON 1350,
AS ADOPTED PURSUANT TO
SECTI ON 906 OF THE SARBANES- OXLEY ACT OF 2002

In connection with the Annual Report on Form 10-K of EarthLink, Inc.
(the "Conpany") for the year ended Decenber 31, 2003 as filed with the
Securities and Exchange Conmi ssion on the date hereof (the "Report"), I,
Charles G Betty, Chief Executive Oficer of the Conpany, certify, pursuant to
18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sar banes- Oxl ey Act of 2002, to ny know edge that:

(1)
the Report fully conplies with the requirements of Section 13(a) or
15(d) of the Securities Exchange Act of 1934; and

(2)
the information contained in the Report fairly presents, in al
material respects, the financial condition and results of operations of
t he Company.

/'s/ CHARLES G BETTY

Charles G Betty
Chi ef Executive Oficer
March 5, 2004

Qui ckLi nks

CERTI FI CATI ON OF CH EF EXECUTI VE OFFI CER PURSUANT TO 18 U. S. C. SECTI ON 1350, AS
ADOPTED PURSUANT TO SECTI ON 906 OF THE SARBANES- OXLEY ACT OF 2002
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Exhi bit 32.2

CERTI FI CATI ON OF CHI EF FI NANCI AL OFFI CER PURSUANT TO
18 U. S. C. SECTI ON 1350,
AS ADOPTED PURSUANT TO
SECTI ON 906 OF THE SARBANES- OXLEY ACT OF 2002

In connection with the Annual Report on Form 10-K of EarthLink, Inc.
(the "Conpany") for the year ended Decenber 31, 2003 as filed with the
Securities and Exchange Conmi ssion on the date hereof (the "Report"), I, Lee
Adrean, Chief Financial Oficer of the Conmpany, certify, pursuant to 18 U S.C
Section 1350, as adopted pursuant to Section 906 of the Sarbanes- Oxl ey Act of
2002, to ny know edge that:

(1)
the Report fully conplies with the requirements of Section 13(a) or
15(d) of the Securities Exchange Act of 1934; and

(2)
the information contained in the Report fairly presents, in al
material respects, the financial condition and results of operations of
t he Company.

/' s/ LEE ADREAN

Lee Adrean
Chi ef Financial Oficer
March 5, 2004

Qui ckLi nks

CERTI FI CATI ON OF CHI EF FI NANCI AL OFFI CER PURSUANT TO 18 U. S. C. SECTI ON 1350, AS
ADOPTED PURSUANT TO SECTI ON 906 OF THE SARBANES- OXLEY ACT OF 2002
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